A WELCOME FROM THE PRESIDENT OF THE 
AUSTRALIAN SOCIETY OF ACCOUNTANTS 


4 MR. C. R. HICKING, F.A.S.A. 


F ELYAVING been elected foundation 
4 president of the Society, an honour 
’ that I greatly appreciate, I am privi- 
» leged, through the medium of The Aus- 
| tralian Accountant, now the official 
| journal of the Australian Society of Ac- 
' countants, to welcome the members of 
| the amalgamating institutes, and to con- 
yey seasonal greetings to all on behalf of 
_ the General and Divisional councillors. 


The Australian Society of 
‘Accountants was incorporated 
/ on October 13, 1952, in the 
| Australian Capital Territory, 
thus emphasising its national 
' character. It comes into being 
‘following the decision of the 
members of the Common- 
/ wealth Institute of Account- 
' ants and the Federal Institute 
of Accountants to unite their 
| interests—a determination ac- 
claimed as one of the most im- 
» portant developments that has 
’ ever takén place in the history 
(of our profession in Aus- 


% 


4 Formation of the Society 


us not forget the men who inaugurated 
these organisations and the leaders over 
the years who built so successfully upon 
the foundations laid towards the close 
of the last century. 

Our appreciation of their work and 
endeavours can best be indicated by 
safeguarding the established traditions 
and faithfully discharging our obliga- 
tions to the Society and the profession, 


A New Era 


Perhaps there is no voca- 
ytion to which the develop- 
fA/ments of recent years have 
& brought a greater increase in 
responsibility than that of the 
accountant, whether he be 
engaged in public practice, 
commerce and industry, or 
governmenta! instrumentality. 
Management looks to the 
trained accountant to provide 
a road map for the future, 
whilst governments, too, are 
not hesitant in calling upon 
members of our profession 


mm. Cc. R. HIckrma for advice and co-operation. 
F.AS.A. 


It can be said that the pro- 


First president of the 


May be regarded as the first 
/ step towards complete re- 
) Organisation of a calling that, 
"for too long, has suffered in 
' status and prestige by reason 
of the multiplicity of organi- 
"gations which, although foster- 


Australian Socety wet fession has now reached a 
South Welshman be wa, State of maturity and thus 
former y national Bresi- must be properly geared to 
Si Sacaree soe lane te wr 
big NSW.” manufactur: and methods of the past, 

queseny dain. sound as they may be, must be 


"ing similar ideals and posses- 
sing parallel standards and objectives, 
"have lacked that degree of co-ordination 
‘Which characterises a true profession. 


| Although new in name, the Society 
‘inherits the traditions established by 
' the former institutes, during the period 
"of over half a century in which they 
/ Contributed in full measure towards the 
/“Svancement of the profession and the 
‘Welfare of the business community. Let 
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constantly reviewed and re- 
constructed in the light of modern day 
conditions. 


I believe that 1953 marks the com- 
mencement of a new era for the pro- 
fession and that the Society, now the 
largest body of accountants in Australia 
and representative of all branches of 
our calling, has a unique opportunity to 
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“THE AUSTRALIAN ACCOUNTANT” 


Retrospect and Prospect 


HE Australian Accountant made its 
first appearance in February, 1936, 
as a result of negotiations, which had 
been initiated in 1934, between the 
Commonwealth Institute of Accountants 
and the Federal Institute of Account- 
ants for an amalgamation of the 
journals of those institutes, the Com- 
monwealth Journal of Accountancy 
(first published in 1921) and the 
Federal Accountant (first published in 
1916). 

The journal was published for the two 
institutes by Accountants Publishing 
Company Ltd., a company specifically 
formed for the purpose, whose members 
were the Commonwealth Institute and 
the Federal Institute. In June, 1936, the 
Australasian Institute of Cost Account- 
ants became a member of Accountants 
Publishing Company Ltd., and as from 
July, 1936, its name was added to those 
of the other two institutes for which 
the journal was published. 

These arrangements continued until 
the end of 1938, when the Federal In- 
stitute decided to revert to the publica- 
tion of a separate journal, and as from 
the February, 1939, issue the Austra- 
lian Accountant continued to be publish- 
ed for the Commonwealth Institute and 
the Australasian Institute of Cost Ac- 
countants, whilst the Federal Account- 


ant made its reappearance as the jour- 
nal of the Federal Institute. In 
September, 1947, the New Zealand 
Institute of Cost Accountants (Incor- 
porated) was added to the institutes 
for whom the journal was published, 
In January, 1948, a new arrangement 
was made by which the journal was 
published by Butterworth and Co. 
(Australia) Ltd. for the three institutes, 
and this arrangement continued until 
the December, 1952, issue. 

One of the first acts of the General 
Council of the Australian Society of 
Accountants, formed as an amalgama- 
tion of the Commonwealth and the 
Federal institutes, was to resolve to 
return to the original plan of merger 
of The Australian Accountant and The 
Federal Accountant, in such a way as 
to “preserve the best features of each 
of these publications.” It was decided 
also that Accountants Publishing Com- 
pany Ltd. should again become the 
publishers of The Australian Account- 
ant. 

Accordingly, as from this issue, The 
Australian Accountant will be published 
by Accountants Publishing Company 
Ltd. for the Australian Society of Ac- 
countants, the Australian Institute 
of Cost Accountants and the New Zea- 
land Institute of Cost Accountants (In- 





A WELCOME FROM THE PRESIDENT— Continued 


shape the future of accountancy in this 
country. 

Your councillors will be required to 
determine many important questions 
during the initial period of the Society’s 
existence. I am confident that their 
long experience in the field of institute 
administration will enable them to dis- 


2 


charge their responsibilities with credit, 
and I know that they will work assidu- 
ously towards the achievement of the 
Society’s primary objective—‘“to sup- 
port, protect and advance the charac- 
ter, status and interests of the account- 
ancy profession generally and particu- 
larly of accountants being members of 
the Society.” With your full support 
they will succeed. 


The Australian Accountant, January, '953 





RETROSPECT AND PROSPECT—Continued 


corporated). The new editorial board 
has been drawn partly from the edit- 
orial staff of The Australian Accountant 
and partly from that of The Federal 
Accountant. It is as follows— 


Editor-in-Chief: Mr. A. A. Fitz- 
gerald, B.Com., F.A.S.A. (formerly 
editor of The Australian Account- 
ant). 

Editor: Mr. A. McB. Fairfoul, 
F.A.S.A, (deputy finance editor of 
“The Herald,” Melbourne, and for- 
merly editor of The Federal Ac- 
countant). 

Associate Editor and Editor, 
Taxation Section: Mr. J. A. L. 
Gunn, F.A.S.A. (formerly associ- 
ate editor of The Australian Ac- 
countant). 


Legal Section: Mr. E. H. Cog- 
hill, LL.M. (formerly legal editor 
of The Federal Accountant). 


Cost Accounting Section: Mr. 
A. H. Blamey, A.A.S.A., A.C.A.A. 
(formerly cost-accounting editor of 
The Australian Accountant). 


Students’ Section: Mr. K. C. 
Keown, A.A.S.A. (formerly stu- 
dents’ editor of The Australian 
Accountant). 


During the war and in the post-war 
years paper shortages and heavy in- 
creases in publication costs have greatly 
hampered both The Australian Ac- 
countant and The Federal Accountant. 
One immediate benefit from the amal- 
gamation of the two journals is that 
it has become possible substantially to 
increase the size of each issue. Changes 
have been made in the form of the 


publication, and doubtless these will be 
evident to readers. 

The editorial staff hopes that readers 
will like the changes which have been 
made and that they will help from 
time to time by expressing their opin- 
ions and by making suggestions for 
improvement in the form and contents 
of the journal. 

The policy of the institutes, the pub- 
lishers and the editorial staff is based 
upon the view that the journal belongs 
to the members of the institutes for 
which it is published, that it exists for 
the sole purpose of serving members, 
and that therefore its columns should be 
freely available to any member who 
desires to seek or to impart information 
upon matters within the ambit of ac- 
counting or to make such comment as 
he may desire to make regarding pro- 
fessional topics, including the organisa- 
tion of the profession. 

Correspondence with the editor should 
be addressed to the Editor-in-Chief, 
Mr. A. A. Fitzgerald, 361 Collins Street, 
Melbourne, C.1. Correspondence con- 
cerning advertisements should be 
addressed to the Secretary, Accountants 
Publishing Company Limited, 37 Queen 
Street, Melbourne, C.1. 

The first issue of The Australian 
Accountant under the changed arrange- 
ments and auspices appears at the be- 
ginning of a new year. The publishers 
and the editorial staff present their 
compliments to their readers and ex- 
press the hope that 1953 will be for 
every member ef the institutes and 
every reader of the journal a year of 
happiness and prosperity. 





Another Group Joining Us 


The Association of Australian Accountants, with more than 2,000 
members, is now joining our Society. This will bring our total 
membership to around 18,000. See story page 46. 





The Australian Accountant, January, 1953 





FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, LL.M. (Librarian of the Supreme Court of Victoria) 


TRUSTEE DIRECTORS 


HEN the “owner” of a “one-man 

company” dies, leaving his shares 
to trustees, what are the rights of the 
beneficiaries as to the control of the 
company ? 

This is discussed in Butt v. Kelson, 
1952 Ch. 197. 

In that case, testator owned all but 
two of the issued shares in a private 
company. By his will he left these 
shares to the defendants upon various 
trusts, the final result of which was 
that they held 22,000 shares out of 
23,000 issued, upon trust for various 
people including the plaintiff for his 
life, with further interests arising on 
his death. 

Defendants were directors of the 
company before testator died, the will 
authorised them to continue in that 
office, and they did so. Plaintiff, being 
dissatisfied with the conduct of the 
company, demanded the right to inspect 
all its books and documents, and these 
proceedings followed. 

Clearly whatever rights the plaintiff 
might have did not depend on company 
law. He was not a shareholder, and 
therefore had no direct rights in the 
company. But the Court decided that, 
where you have a trustee shareholder, 
the beneficiaries are entitled to exactly 
the same rights as if they were actually 
registered, including the right (if their 
holding is big enough) to have the 
articles altered, as they desire. 

But this involves that the benefici- 
aries are entitled absolutely to all the 
beneficial interest in the shares, and are 
unanimous in demanding the change. 
If only some of the beneficiaries wish 
the trustees to act, or if the interest of 
the beneficiary is only a limited one 
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(such as a life estate) the director 
trustees must consider the rights of 
other parties, and if there is disagree. 
ment the Court may have to determine 
it. 

Both these limitations applied to the 
plaintiff in this case. He had only a 
life interest, and in part only of the 
estate. Further, the shares not held by 
the trustees at all, though only a small 
fraction of the issued capital, were not 
completely insignificant. 

For these reasons the Court refused 
to make the blanket order for inspec- 
tion sought, but adjourned the case to 
enable the plaintiff to specify exactly 
what he wanted to see and why, so that 
the trustees could consider the matters 
already mentioned before deciding 
whether to make the books available to 
him or not. 


iS IT A PROMISSORY NOTE? 

N Dodd v. McGrath (1952), 3 D.L.R. 

566, plaintiff left a car for sale with 
one Lashbrook. Soon afterwards he 
was informed that it had been sold to 
defendant, and was given a document 
which read, “This constitutes a lien 
note payable in 90 days with interest 
at 6% after due date for the sum of 
150 dollars for one truck,” describing 
it. This document was signed by de- 
fendant. On the back Lashbrook wrote, 
“This is to the effect that if not paid 
on due date I will pick up this note 
—R. Lashbrook.” Defendant, who 
claimed that he had a good defence 
against Lashbrook, refused to pay any- 
thing to plaintiff, and these proceedings 
followed, it being agreed that the only 
question for the Court was whether 
this document was a promissory note. 
If it was, it was admitted that plaintiff 
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FINE POINTS OF COMMERCIAL LAW—Continued 


became a holder of it in good faith and 
without notice. 

The Court of Appeal of Saskatchewan 
quoted Russell on Bills, “Look at the 
document itself. If by a process of con- 
struction you can gather from it, no 
matter how informal, irregular or un- 
grammatical it may be, the intention to 
express a promise to pay, it is enough.” 
Applying that test, it held that defend- 
-ant had intended to express a promise 
to pay. As he had not said whom he 
was to pay, it must be taken that the 
document was payable to bearer. 

Accordingly, plaintiff succeeded. 


HOW FAR DOES AN 
ASSESSMENT BIND ? 


EBER v. Pawlik (1952) 3 D.L.R. 

571, seems a bit of a “try-on.” 
The parties were partners and decided 
to dissolve partnership. Defendant, 
who was the active partner, assured 
plaintiff that there were no profits 
earned in the last year of the partner- 
ship, and accounts were settled on that 
basis. 

Subsequently, the taxation authori- 
ties, for some reason best known to 
themselves, booked the partners with 
tax on the basis that they had earned 
4,000 dollars in that year. No one chal- 
lenged the assessment, which accord- 
ingly became binding on the parties. 

Plaintiff then commenced these pro- 
ceedings, claiming damages against de- 
fendant for fraudulent misrepresenta- 
tion in asserting that there had been 
no profits. Defendant insisted that his 
former statement was correct, and that 
the taxation authorities had made a 
mistake, but plaintiff pointed out that 
the assessment was binding and con- 
clusive, and urged that therefore the 
Court was bound to hold that defendant 
had lied to him. 


But the Court would not have it. The 
assessment was binding as between the 
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parties and the Department, and 
showed how much tax must be paid, but 
it did not mean that, as between 
strangers, the Court must find that to 
be a fact which it had no reason to be- 
lieve to be true. 


Accordingly the action failed. 


CHEQUE TAINTED BY FRAUD 

N Williams v. Shuster (1952), 3 

D.L.R.574, defendant was persuaded 
by a Mrs. Steele to give her a cheque 
for $5,000. She promptly used it to 
reduce her indebtedness to the plaintiff, 
and when defendant, realising he had 
been swindled, stopped payment, plain- 
tiff sued defendant. 


As the cheque was obtained by 
fraud, the tender of proof that he was 
a holder in due course, was on the 
plaintiff. However, he succeeded in per- 
suading the Court that he had no reason 
to suspect Mrs. Steele’s honesty, and so 
his claim was successful. 


WHEN MUST WE ARBITRATE ? 
HE Indian case of Ruby General 
Insurance Co. v. Pearey Zal Kumar, 

1952, Indian Supreme Court Reports 

501, emphasises that it is no answer to 

the other side’s demand for arbitration 

that his case is hopeless. 


There, defendant insured his car with 
the plaintiff company, the policy con- 
taining an arbitration clause, and also 
a clause providing that “if the company 
shall disclaim liability . . . and such 
claim shall not within twelve calendar 
months have been referred to arbitra- 
tion then the claim shall have been 
deemed to have been abandoned and 
shall not be recoverable.” 


Defendant lost his car, and notified 
the company. The company disclaimed 
liability on the grounds that the loss 
was due to an excepted peril, “riot and 
civil commotion,” namely the upheavals 
which took place when Pakistan was 
separating itself from India. On a 
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FINE POINTS OF COMMERCIAL LAW—Continued 


date which, so far as appears from the 
report, was clearly more than twelve 
months after the disclaimer—defendant 
purported to refer the dispute to arbi- 
tration and called on the company to 
“come to the party.” 

The company reacted by taking these 
proceedings, seeking an order that the 
reference was illegal, but it got little 
sympathy from the Courts. The whole 


purpose of an arbitration clause is to 
enable the parties to determine disputes 
as to liability as therein provided. There 
was no reason why this dispute should 
not be decided as the parties had 
agreed. If the company’s story was 
correct, its answer to the claim turned 
on a simple question of fact, and there 
was no reason whatever why the dis- 
pute should not be decided in accord- 
ance with the agreement which the 
company had embodied in its policy. 


PROGRESS MADE ALREADY 


printers and advertising agents. The 
finance, membership, education and par- 
liamentary and laws committees have 
met and reported on a number of urgent 
matters. Recommendations of those 
committees were considered at a meet- 
ing of the executive committee held in 
Sydney on December 11 when many im- 
portant decisions were reached. 


INCE its incorporation in Canberra 

on October 13, 1952, much progress 
has been made with the establishment 
of the Society. The first meeting of the 
general council—formally constituted 
as the governing body of the Society— 
assembled in Melbourne on October 30. 
Important questions of policy were then 
determined and executive officers of the 
Society and of the Victorian and New 
South Wales Divisions were appointed. 
On the appointment of officers in other 
Divisions, the Society was registered in 
every State. 

Divisional councils have been form- 
ally constituted and have held their first 
meetings at which State office-bearers 
were elected, committees appointed and 
attention given to necessary prelimi- 
naries. The prescribed form of appli- 
cation for admission to the Society has 
been sent to each member of the Com- 
monwealth and Federal Institutes and 
a majority of the applications have been 
completed and returned. At Extra- 
ordinary General Meetings, members 
have authorised the liquidation of their 
respective Institutes. 

The directors of the Accountants 
Publishing Co. Ltd. nominated, by 
general council, have met on several 
occasions to make arrangements for 
the publication of the Journal involving 
the appointment of editorial staff, 


All these activities have imposed a 
heavy burden on members of the various 
councils and committees who have de 
voted so much time to the task of 
moulding the Australian Society of Ac- 
countants into a positive professional 
organisation which could operate at the 
fullest possible strength from the be 
ginning of 1953. They have approached 
the task with a deep sense of responsi- 
bility and with a realisation of both the 
potentialities and risks attaching to the 
establishment of a new Society. 


They now seek the personal partici- 
pation of every member in the task 
which lies ahead of ensuring that the 
Society performs all the functions for 
which it was established and that it be- 
comes one of the outstanding profes- 
sional bodies of this country—not only 
because of numbers of members and 
financial strength, but because of the 
services it renders both to the profes- 
sion and to the community generally. 


6 The Australian Accountant, January, 1955 
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TOP MANAGEMENT CONTROL 


By J. N. WALKER, Managing Director of Jantzen (Aust.) Ltd. 


(Based on the opening lecture of the refresher course for 
members of the Commonwealth Institute of Accountants, New 
South Wales Division. This course was organised to relate the 
Anglo-American Council of Productivity Reports to Australian 
conditions and needs as far as they concern accounting methods 
and techniques.) 


S MOST are aware, the Anglo- auditors in Great Britain to sponsor 
American Council of Produc- a specialist accounting team, and, in 
tivity was formed in 1948 for the pur- order that the report to be made would 
pose of promoting economic well-being not be one-sided, it was decided to in- 
by a free exchange of knowledge in all clude in the visiting team business 
aspects of industrial organisation, managers as well as accountants. The 
methods and techniques, for the pur- British Institute of Management ap- 
pose of assisting British industry to proved this idea. It was decided also 
raise the level of its productivity. to incorporate in the team two mem- 
To this end, industrial teams were bers of the Ministry of Supply, which 
sponsored by appropriate trade as- had intended to send representatives 


sociations and sent to America to study to America to undertake a survey 
American production methods, to re- ‘Similar to that which the accountancy 


port their observations and findings, team had in mind. In all, there were 
and to make recommendations. As 12 members of the team made up of: 
time has gone on, two-way traffic has managers; 
developed, and teams of American em- professional accountants; 
ployers and representatives of em- accountants in industry; 
ployees have visited England, where statistician ; 
they have been able to gain a lot of representatives of the Minis- 
helpful information, particularly in re- try of Supply. 
gard to technical methods. 
This short article is based on the Small groups. 
report on Management Accounting Prior to reaching America a simpli- 
made by a specialist team which fied term of reference was decided on, 
visited the U.S. in 1950. This visit namely:—‘“To find out what account- 
was arranged because of the fact that ing, costing and statistical information 
many of the productivity reports which is provided for American management 
had been made up to that time had at different levels; by what method it 
drawn attention to the good effect is obtained, and how it is used.” 
which accounting information pre- In order that as large a number of 
sented in the right form and placed in rms as possible should be investi- 
ed right quarter at the right time, gated, the team was divided into small 
a had upon productivity in American groups of 2 or 3 to each firm visited. 
ustry. So that information collected would be 
Full agreement was obtained from in common form, 12 main headings 
various institutes of accountants and were decided on, with a large number 
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TOP MANAGEMENT CONTROL — Continued 


of sub-headings, and all individual re- 
ports were controlled by this pattern. 
This not only simplified the prepara- 
tion of the report, but added to its 
value. 

In all, more than 60 companies were 
visited in America, covering a cross- 
section of American industry. As 
well, a number of Government depart- 
ments and educational and professional 
bodies were visited. 

It was concluded by the Management 
Accounting team that, whilst all of the 
productivity reports which had been 
published up to the time of their visit 
had emphasised the great lead which 
America has in productivity, it was 
clear that American industry makes 
little attempt to measure productivity, 
preferring to rely on unit costs. 

American industry concluded that 
productivity must be increased if the 
cost of the product was to fall. And 
so it is that American management and 
accountants are saturated with the be- 
lief that unit costs must be reduced 
every day, week in and week out, year 
in and year out. They are aware that 
if unit costs in real terms are not con- 
tinuously reduced, the American stan- 
dard of living will not rise. Continual 
increase in the standard of living is 
almost a religion in the U.S.A. 


Need for training. 
The team also concluded, after care- 


ful consideration, that the greatest 
single factor in American industrial 
supremacy is the effectiveness of its 
management at all levels. I believe 
that effective management is one of 
the things which is, in many cases, 
lacking in Australia. Until the Aus- 
tralian Institute of Management came 
into being, there was not a great deal 
of emphasis on the training of manage- 
ment for its important job. You 
therefore find in a great number of 
Australian industries that, while there 
may be forceful management at the 
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top of a company, it is not always 
trained management, and there is in- 
sufficient training of management at 
lower levels. 

The team found that to achieve and 
maintain its efficiency, American man- 
agement makes a far-reaching use of 
the techniques of accounting and cost- 
ing. The report states that the effec- 
tiveness of American management and 
accounting rests not on_ technical 
superiority, but on their thorough ap- 
plication of techniques which are as 
well known in Britain (and, I suggest, 
also in Australia) as they are in the 
U.S.A. 

The team has said that, given the 
will and the sense of urgency, there 
are no valid reasons why British man- 
agement and accountants should not be 
as effective, without in any way sac- 
rificing any of the fundamental tradi- 
tions of British society, and I believe 
that that applies with equal force to 
the Australian scene. 


Accent on volume. 


In America the effect of volume on 
cost is well understood and there is a 
constant desire to maintain volume at 
the highest possible level. In deter- 
mining prices there is a tendency to 
keep the profit margin low per unit 
in order to get increased volume which 
will lead to ultimate savings in cost. 
There is also a tendency to restrict the 
range of products. 

Such restriction does not reduce the 
customer’s choice, because it obviously 
pays other manufacturers to produce 
different ranges. The effect of volume 
on cost is perhaps well understood also 
in Australian industry, but it is more 
difficult for businesses here to restrict 
ranges because of the comparative 
smallness of the market, and there 1s 
not the same opportunity here to get 
the longer runs which considerably 
help reduce cost. 

In America the urge to reduce costs, 
says the report, involves management 
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TOP MANAGEMENT CONTROL — Continued 


in a restless search for cheaper and 
better methods of manufacture. It 
was pointed out that several of the 
companies visited had completely up- 
rooted machine shops erected in post- 
war years and relaid them in order 
to get a better flow of production. It 
is not usual for such steps to be taken 
in Australia, although I understand 
that there is an outstanding example 
of this in the case of Lysaghts. 


It was found that in America there 
is quite a different attitude towards 
newer and improved methods throwing 
labour out of work. It is felt there 
that the newer and better methods will, 
in the end, mean greater national pros- 
perity and will result in the raising 
of the standard of living. Actually 
labour itself has been prepared to ac- 
cept this position because it has real- 
ised that the reduction of costs, which 
might in the first instance mean throw- 
ing people out of work, could lead to a 
wider market, and eventually an in- 
creased demand which would absorb 
the labour rendered surplus in the 
first place. 


This is, of course, quite different 
from the attitudes of British and Aus- 
tralian labour. There seems to be a 
constant fear that the adoption of new 
techniques and labour-saving devices 
will create a position of unemployment 
and labour has, in this country at least, 
steadfastly fought the introduction, in 
such cases as the coal industry and the 
waterfront, of labour-saving  tech- 
niques. In fact, in the textile industry, 
where there is currently some unem- 
ployment because of trade recession, it 
has been suggested by the union that 
Management cut out incentive plans so 
that some labour can be re-employed. 


Competition. 


It was thought by the Management 
Accounting team that management’s 
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constant desire for high production at 
low cost is because of the keen com- 
petition which exists in American in- 
dustry, and that the penalty of failure 
is often bankruptcy. American anti- 
trust laws have largely prevented the 
introduction of price agreements and 
quotas, which have, to a large extent, 
led to the softening of some sections of 
British industry. 


It is the constant emphasis on lower 
unit costs that has made the U.S. look 
continually to the future, and which 
has demanded that industrial accoun- 
tants should adopt the same attitude. 
And so we find that the definition of 
an accountant as “one who records, 
classifies and organises accounting 
data in an orderly fashion” applies 
only to book-keepers. 


A new generation of managers has 
arisen, many of whom have been pro- 
perly trained in management, and they 
have learnt the value and utility of 
accurate accounting forecasts. 


Their policy is to anticipate and in- 
fluence events by their decisions rather 
than merely to carry on as before 
until events ferce them to make new 
decisions. They appreciate the need 
to base their decisions on factual in- 
formation about the past and present, 
and for reasoned forecasts for the 
future. Their method is to set them- 
selves targets which are as high as 
appear from facts and forecasts to be 
capable of achievement. 


Targets 


They are continually measuring 
their actual results against the target 
they have set themselves. They have 
no hesitation in changing plans, 
methods, procedures or organisation 
if they think they can get nearer their 
target by doing to. They have equally 
no hesitation in changing their target 
if changed circumstances make it un- 
attainable or not too easily attainable. 
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These principles and methods are 
applied right down the line. Respon- 
sibility is decentralised to the limit. 
The responsibility of each manager, to 
the level of foreman, is clearly defined 
in terms of the functions, results and 
expenditure for which he is respon- 
sible. He is set a target, which is 
agreed by him as reasonable, and his 
work is judged by his success in reach- 
ing that target, except insofar as he 
can show good reason for not doing so. 

The importance of the accounting 
and costing function as an essential 
service to American management is 
clear from what has been said above, 
and it is becoming clearer to Aus- 
tralian management. Many companies 
here are developing along these lines. 
The importance, not only of decen- 
tralising responsibility, but of clearly 
defining it, cannot be too strongly em- 
phasised as a prime requirement of 
good management. 

Two main uses of accounting and 
costing information can be distin- 
guished; for planning and for control. 
For planning, forecasts are needed, 
both of the trend of outside events be- 
yond the control of management, and 
of the probable results of alternative 
courses of action. For control, actual 
results must be compared from time to 
time with set targets to see whether 
plans are working out successfully or 
whether changes in policy are needed. 

The means of control provided by 
the accounting and costing function 
enables decentralisation of respon- 
sibility to be carried out so thoroughly 
and effectively. Plans are translated 
into budgets and budgets broken down 
into targets for individual managers 
and foremen. 

The results achieved by each 
manager and foreman are frequently 
compared with the set target. This 
not only enables higher management 
to judge his work but also shows him 
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in what respects he is being successful 
and where are the weak points in his 
department. 


Use of charts. 


It was found to be common prac- 
tice in America to circulate organisa- 
tion charts to all levels of management. 
Such distribution clearly ties in with 
the decentralisation of responsibility, 
inasmuch as lines of responsibility are 
clearly shown. A typical organisation 
chart of an American company insofar 
as it relates to top management follows 
this article. 

The Management-Accounting report 
stresses the fact that there is a great 
deal of external information availiable 
to top management from Government 
departments, trade associations and 
other bodies, some of which are private 
bodies widely supported by industry. 
Such information is available in great 
detail, enabling any business to obtain 
the full statistics of the industry in 
which is is engaged and thereby to 
assess its own position in such in- 
dustry. 

It is quite customary in America for 
companies to publish information in 
their annual reports in great detail, 
and by virtue of the influence of the 
Securities and Exchange Commission, 
as well as the accounting profession, 
the published information is amazingly 
full. 

This is far from being the case in 
Australia, although under the influence 
of the Company Annual Report Award, 
instituted by the Institute of Manage 
ment, more and more companies in 
Australia are beginning to publish 
their accounts in greater detail. Un 
fortunately there are still but few who 
publish the turnover figures. There 1s 
a great lack of vital information avail- 
able in Australia regarding industry. 
and this point was stressed by Mr. 
R. S. G. Rutherford, in his comments 
on Mr. Yorston’s Research lecture at 
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Sydney University on the “Corporation 
viewed as a Social Unit.” 

And now I come to that section of 
the Management-Accounting report 
which deals with top management con- 
tro. This particular section deals 
with the use made by top management 
of figures, especially those which come 
from accounting and costing sources. 
The subject is dealt with under 4 head- 
ings in the report, viz.:— 

(a) the general pattern of top man- 
agement organisation; 
the position in this organisation 
of those who are responsible for 
finance, accounts and costs, and 
their relationship to the rest of 
management; 
the kind of reports which are 
usually presented to Boards of 
Directors and their value; 
the attitude and control] methods 
of top executive management 
and its use of budgets, standard 
costs and figures of actual per- 
formance. 


U.S. Boards. 


(b) 


There are many differences between 


top-management organisation in 
America, as disclosed by the Manage- 
ment-Accounting report, and top man- 
agement organisation in Australia. So 
far as the basic division of the organ- 
isation into the board, the officers, and 
the appointed management is con- 
cerned, there is a similarity between 
practice in America and in Australia. 
The board of directors has much the 
same responsibility in America as in 
Australia. There is a difference, how- 
ever, in that American directors appear 
to concern themselves more especially 
with the company’s finance and strictly 
to leave operational policy to the of- 
ficers. 

Just as in Australia, American 
boards, in some cases, are comprised 
of entirely working directors; in other 
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cases (except for the president) com- 
pletely of outside individuals; but more 
generally with some of both repre- 
sented on the board. In America the 
president of the company is always a 
director, just as his equivalent in Aus- 
tralia, the managing director, is also 
a director of the company. However, 
there are cases in Australia where the 
chief executive officer of the company 
is the general manager and is not a 
member of the Board. This is, of 
course, rare, but there are some ex- 
amples. 


In the U.S.A. it is customary for the 
board to meet monthly, although in 
some large companies board meetings 
may be held every 2 months or even 
quarterly. In Australia, however, ex- 
cept in the case of some proprietary 
companies where board meetings are 
only held to meet statutory require- 
ments, it is usual for the board to meet 
at least once a month, but generally 
more frequently. In fact, in Australia 
the boards of many large companies 
meet fortnightly or even weekly. This 
is because of the fact that in Australia 
many boards of directors concern them- 
selves with matters which fall within 
the sphere of production, sales, or per- 
sonnel policy, whereas in America the 
board is ultimately only concerned with 
the attainment of good financial results. 


For this it holds the president and 
his officers responsible, and provided 
satisfactory results are achieved it is 
willing to give them the greatest free- 
dom in operating policy. However, in 
Australia you will find that in many 
cases purchase contracts cannot be en- 
tered into without board approval, nor 
can production scheduling be altered 
without such approval. I have only 
mentioned just two factors here with 
which most Australian boards are con- 
cerned, although it is surprising the 
amount of really petty detail with 
which some Australian boards clutter 
themselves and which could well be left 
to be handled by competent ~nanage- 
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ment. Of course, in some cases it could 
be lack of competent management which 
has caused this state of affairs. 

I have mentioned that the chief exe- 
cutive officer of American companies is 
president, and he heads the group of 
company officers, who are a distinct 
body of top-executive management ap- 
pointed by the board. The appointment 
of such officers is reported at the com- 
pany’s annual general meeting, and 
they are usually listed, with their posi- 
tion, in the company’s annual report. 


Every American company has the 
following officers :— 


President, who is chief executive of 
the company. 


Vice-Presidents, of whom there is at 
least one and usually several. If there 
is only one, or if there is one of several 
who is specifically deputy to the presi- 
dent, he is known as the executive vice- 
president. Each vice-president is usually 
in charge of a function, e.g., manufac- 
turing, sales, engineering, finance, but 
they may equally well be in charge of 
different divisions of a large company 
or different regions of the company’s 
operations in the U.S. Sometimes there 
is a combination of these various ways 
of distributing responsibilities. 


Treasurer and Secretary are officers 
in every company, and either or both of 
them may a!so be vice-presidents. The 
two officers may be combined in one 
person. 


The Controller, whose functions are 
more fully described later, may also be 
among the officers. The company’s 
counsel generally appears in the list of 
officers, but it is only in the larger 
companies that he is a full-time em- 
ployee. 

It is possible that none of the officers 
above mentioned, except the president, 
are directors of the company, but in 
America there is a very clear distinc- 
tion of a director and that of an officer 
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of the company. An officer is always 
calied in his daily work by his title as 
an officer. The fact that he may also 
be a director does not add any author. 
ity to his executive position. 

Of course, the reverse is the case in 
Australia, and an officer of the com- 
pany who is also a director has con- 
siderable authority added to his exe. 
cutive position. Personally, I like the 
idea of having vice-presidents in charge 
of the various company functions in- 
stead of, as is the case in Australia, 
having a sales manager, production 
engineer, factory manager, accountant 
and so on. 

Previously I mentioned that all the 
officers of American companies are ap- 
pointed by the board. This is unusual in 
Australia, and in most companies such 
appointments as sales manager, factory 
manager, accountant, etc., are usually 
made by management, with formal 
advice to the board that management 
proposes to make such appointment. 


Frequent Talks. 


It is usual in America for the officers 
of the company to confer at regular or 
irregular intervals, operating either as 
a policy or management committee. 
However, in some cases there are no 
regularly constituted committees, but 
in such cases there is frequent informal 
consultation. This is in line with Aus- 
tralian practice—at least in the case of 
most large companies. 

The next matter dealt with in the 
Management-Accounting report con- 
cerning top management control, is that 
of the accounting functions and gene- 
ral management. Here it is that we 
come to a very significant relationship 
marked by 3 special features. I quote 
from the report :— 

(a) The.desire of management to 
base its decisions on facts and 
reasoned forecasts, and its con- 
sequent insistence on being given 
the necessary information and 
explanations. 
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(b) The rea.isation by both manage- 
ment and accountants that the 
primary purpose of accounts and 
costs should be to guide the man- 
agement in planning the future 
and in deciding from actual re- 
sults what has to be done to 
make the plan work. This is evi- 
denced by the use of the title 
“controller” for the person in 
charge of the accounting and 
costing function. 

(c) The fact that the controller, or 
the person performing that func- 
tion, though he does not have 
any executive authority outside 
his own department, belongs 
among top-management and is 
consequently in direct contact 
with all their problems. 

No two company organisations are 
exactly alike, but generally the chief 
officers or managers in charge of 
finance, accounts and costs are one or 
more of the following:— 

Financial Vice-President 

Treasurer 

Controller 


It is not possible, owing to the wide 
divergence of practice, to describe ex- 
actly the meanings of these titles, the 
duties and responsibilities denoted to 
each, or their relationship to one an- 
other and to the rest of the organisa- 
tion. 

It is usual in large companies for 
there to be a financial vice-president, 
with the treasurer and _ controller 
separately responsible to him. In this 
case, the responsiblities are divided 
broadly as follows:— 

1. The financial vice-president is re- 
sponsible generally for the finan- 
cial affairs of the company. 

. The treasurer is responsible for 
the receipts and payments of cash 
and for the safe keeping of the 
company’s assets. 

. The controller is responsible for 
accounting, costing and office 


The Australian Accountant, January, 1953 


administration. He may have any 
of the following responsible to 
him:— an assistant controller, 
chief accountant, and cost ac- 
countant, 

There are, of course, many other pos- 
sible forms of organisation. The one 
firm point is that in every company 
there must be a treasurer. He may also 
be a vice-president, in which case he 
will bear the title of vice-president and 
treasurer, or financial vice-president. 
There may or may not be a person 
called a controller, but there will be 
some person discharging the responsibi- 
lities and duties of a controller. 

It is most significant that there must 
be at least one officer who is devoting his 
whole time to the financial aspect of 
the company’s affairs, namely, the 
treasurer. There are frequently more. 

A great deal of the Management- 
Accounting report is tied up with the 
activities of the controller, who has 
very clear cut responsibilities and who 
has the status of top-management. The 
controller usually has under him a 
chief accountant. The difference be- 
tween the two positions is that the con- 
troller is more concerned with control 
through figures than with mere record- 
ing. 

So you find him responsible for all 
accounting and costing finance, for 
budgeting, for measuring performance 
against approved operating plans and 
standards and for reporting and inter- 
preting the results of operations to all 
levels of management. He is constantly 
in touch with the problems that face 
management and is used by his col- 
leagues to provide information at the 
ear'iest stages of policy formation. 

While all organisations studied by 
the team emphasised that the controller 
belonged among top management, 
right throughout the report there is 
equal emphasis placed on the friendli- 
ness and understanding which exists 
between the controller and all phases of 
management. Both management and 
accountants realise that the primary 
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purpose of all accounts and costs should 
be to guide management in planning 
the future, as well as providing informa- 
tion and reports to he!p achieve tar- 
gets. 

In the U.S. there is a controller’s 
institute as a distinct body from the 
American Institute of Accountants and 
the National Association of Cost Ac- 
countants. This institute has defined the 
functions of a controller and these are 
stated in detail in the report. 


A Treasurer. 


It is most unusual in Australia for a 
company to have a treasurer or, for 
that matter, a controller. On some 
boards there is a director who is, in 
fact, director in charge of finance, but 
so far as the officers of the company 
are concerned, we find that accountants 
and cost accountants are the two titles 
most businesses employ. It is rather 
interesting to mention, however, that 
in the case of my company, in 1950, 
just prior to the accountancy team leav- 
ing England to undertake its surveys 
in America, a new accountant with the 
responsibility of office management 
was engaged, the officer previously hold- 
ing that position being elevated to the 
position of accounting controller. The 
new accountant and office manager be- 
came responsible to the control'er. 

The functions of the accounting con- 
troller are quite similar to those which 
apply to the controller in American 
companies, and a great deal of benefit 
has been obtained from the fact that 
the whole of the time the accounting 
controller is available for management 
accounting in the fields of budgeting 
and costing. In Australia quite a num- 
ber of companies operate under a sys- 
tem of budgetary control, but few have 
proper standard-cost control. However, 
the person primarily responsible for the 
production of budgets and forecasts is 
in many cases hampered by the fact 
that he has also to control and super- 
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vise the historical recording of the 
company’s activities. 

Frequently also his job as account- 
ant is combined with that of office 
manager, and in some cases he is com- 
pany secretary as well. There is no 
doubt in my mind that a great number 
of companies can well use the services 
of a controller in the same way as he 
is used in American industry. 

The Management Accounting report 
states that the work of a controller in 
America is considerably lightened when 
among top management there are per- 
sons who have been to one of the busi- 
ness schools, because it is usually part 
of their education in general manage- 
ment to get to know and appreciate the 
value to them of cost accounting and 
other control figures and what can and 
cannot be inferred from these figures, 
and how to use them. Whilst in Aus- 
tralia we do not have the benefit of 
management schools as yet, we do find 
that in many businesses top manage- 
ment has been recruited from the ac- 
countancy profession, and in such cases 
management has an appreciation of the 
value a controller can be in the top 
management control of the business. 

We now come to the third section of 
the Management-Accounting _ report, 
which deals with Board reports. In 
America these usually consist of long 
detailed tabulations of figures on 
printed or duplicated forms. There 18 
seldom less than 10 pages and there 
may be as many as 20 covering a total 
of up to 500 items. It is not usual for 
a written report to accompany such 
figures, explanations and comments on 
significant items being given verbally. 
Such reports always include a balance 
sheet and profit and loss account made 
up every month or for a 4-weekly 
period. It is usual also to give:— 

A. The position of stocks. 

B. The disposition of funds or work- 

ing capital. 

C. Capital expenditure and forward 

commitments. 


The Australian Accountant, January, 1953 





TOP MANAGEMENT CONTROL — Continued 


D. Statistics relating to sales and 

production. 

The profit and loss account is given 
in great detail and the results are 
usually compared with the correspond- 
ing month of last year, with those of 
the previous month, or, in some cases, 
with both. Cumulative results are also 
given as compared with those for the 
corresponding period of the previous 
year. The position of stocks is given 
also in great detail, and in every com- 
pany great importance is attached by 
the board to keeping stocks at the right 
economic level, and to proper stock 
valuation. 

The report on capital expenditure is 
also given in great detail, it being usual 
to control these, even down to quite 
small amounts, at the very highest 
level. Cash forecasts are rarely given 
to the board, it being thought that the 
treasurer of the company has a com- 
plete check on this position, and in any 
case the monthly up-to-date balance 
sheet keeps the Board closely apprised 
of the cash position. 

I mentioned earlier that American 
companies, and this applies to large and 
small ones, usually prepare a comp!ete 
profit and loss statement and balance 
sheet each month. In the cases where 
directors do not meet each month, such 
figures are sent on to them. 

It is quite common in America for 
board reports to be circulated to the 
oficers, even to those who are not 
directors. This is not common in Aus- 
tralia. 

The system of board reports in Aus- 
tralia is usually quite different from 
American practice. I mentioned the 
Australian practice of many boards to 
concern themselves with matters of 
operation which are really within the 
sphere of management rather than of 
the board of directors. In Australia it 
is usual for the managing director’s re- 
port to be given, which is a narrative 
dealing with general activities since the 


The Australian Accountant, January, 1953 


last board meeting, and usually in such 
report such matters as sales, production 
achievements, and matters relating to 
personnel, including such items as ab- 
senteeism, are dealt with. 

It is not the general rule for Austra- 
lian boards to have presented to them 
each month detailed profit and loss ac- 
counts and balance sheets made up to 
the end of the previous month. In cases 
where this is done it is hardly neces- 
sary to mention the great benefit ac- 
cruing thereby. It is also unusual for 
full detail of stocks to be given in 
quantities and value. On the other hand, 
Australian boards frequently deal with 
all types of expenditure in detail and 
particularly with expenditure of a capi- 
tal nature, It is also usual for Austra- 
lian boards to deal with cash forecasts, 
and at the present time this is a sub- 
ject which has the constant care and 
attention of most Australian boards. 

I now come to the 4th section of my 
main subject, which deals with the 
manner in which top-executive control 
is exercised. 

The Management-Accounting report 
states that in America (and this is 
true also in Australia) there are con- 
siderable differences between the man- 
ner in which control is exercised as be- 
tween one company and another, and 
consequently there would be great 
variation in the types of reports re- 
quired by top management. The report 
points out, however, that, whilst this 
is true of top-management reports, 
board reports seem to fall into a very 
definite pattern, as has been previously 
mentioned. 

A big feature in advanced American 
companies, however, is the considerable 
effort made to reduce the quantity of 
routine reports given to officers and sen- 
ior managers. Greater reliance is placed 
on special reports given by the control- 
ler or his staff on urgent problems. 
Routine reports which are given are de- 
signed to serve as a guide to immediate 
action and future planning. Reports on 
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forecasts are common, and it is cus- 
tomary to prepare at the one time 
several different forecasts estimating 
the effect of alternative courses of ac- 
tion. When changing conditions run 
forecasts and budgets out of date, they 
are without hesitation scrapped and 
new ones made out. 

Reports on current results are com- 
pared with forecasts or some agreed 
standard of performance rather than 
merely with the past. 

Reports to top management are con- 
cerned in America chiefly with planning 
for the future and setting control tar- 
gets. The closer that management be- 
comes to the actual manufacturing or 
seling level, the more figures are 
needed to guide immediate action, and 
consequently reports at these levels deal 
more with actual current results com- 
pared with budget. 

In most cases in Australia, top- 
management reports tend to become 
stereotyped in particular businesses. In 
many cases, particular types of report 
forms were developed many years ago, 
and these forms are adhered to, with 
perhaps some additions and subtrac- 
tions as time goes on to make them 
more suitable to the current situation. 
It is not uncommon for routine reports 
to continue to be presented even when 
the need for them has long since passed. 
I think that this is quite strong evidence 
for the need for a controller or some- 
one acting as such to be relieved of as 
much routine accountancy work as 
possible so that his efforts can be con- 
centrated to the particular type of work 
which is so obviously important in his 
American counterpart. 

The Management-Accounting report 
states that companies in America al- 
most invariab’y use some form of bud- 
getary control. In some cases, detailed 
forecasts of every item of income and 
expense are made for each period and 
actual results are regularly compared 
with forecasts. 
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In the U.S.A. it is general practice 
for accounting to be one integrated 
whole, there being no distinction be. 
tween financial records and cost records, 
(This practice is gaining in Australia, 
particularly among larger companies.) 
However, for the purpose of control, 
standards are often set which appear 
to bear little direct relation to the 
general accounting system or to cost- 
ing and estimating standards. Such 
controls are primarily effective for 
keeping departmental managers and 
foremen up to the mark. Therefore, it 
is obvious that certain variations are 
allowed for under the control standard 
which cannot be included in the ac- 
counting or pricing calculations. 


I was most interested to learn from 
the report that there is no evidence of 
actual product costs being used for day- 
to-day control. My interest was aroused 
by the fact that my company has, 
since its inception, used standard-cost 
control, but such standard-cost control 
for many years was used to operate as 
a target, the actual pricing budget not 
being strictly related to the standard 
cost control. On one occasion, the leader 
of a team of prices department officials, 
while conducting one of their regular 
investigations at our company, accused 
the company of keeping two sets of re- 
cords, one for Prices Branch and the 
other for the company. 


In the U.S.A., in the setting of stand- 
ards, which can be measurable either in 
units of output, do!lars of expense, oF 
hours of work, it is usual to obtain the 
agreement of departmental managers 
and foremen that the target so set 18 
capable of achievement. Once such 8 
target is set, it is expected that it be 
reached, but the manner of reaching it 
is left in the hands of the departmental 
men concerned; and, provided company 
policies are not breached, they are ex 
pected to use their own initiative 
achieving the target. In the compara 
tively few companies in Australia work- 
ing on standard-cost control, whilst the 
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target may be set with the agreement 
of departmental managers, it is not 
usual to give complete freedom (within 
company policies) to departmental 
managers and foremen to achieve such 
targets. 

The usual American practice of re- 
porting results in terms of actual re- 
sults against standard and variances 
between the two is quite common prac- 
tice in those comparatively few Aus- 
tralian companies which work on a 
system of standard costs. Whilst great 
detail is available to all top company 
officers, it is usual in America for them 
to receive only those results which 
concern the part of the business for 
which they are directly responsible. 

In Australia it is more common 
practice, where a lot of detailed in- 
formation on results is available, to 
circulate it to all officers, and much of 


the detail is not greatly used. While in 
Australia it is most uncommon for re- 
ports on variances of labour and 
material cost and departmental ex- 
penses to be given more frequently 
than once a month, it is quite common 
in America, according to the report, 
that such information be available 
weekly and even daily. 

This situation has arisen because of 
the demand by departmental managers 
and foremen to know regularly how 
they are stacking up against predeter- 
mined performance. Quite apart from 
this weekly and daily information it is 
usual to present monthly figures list- 
ing detailed variances, and these are 
given both for the month and cumula- 
tive for the year to date. So far as the 
president of the company, the vice- 
president and the works manager are 
concerned, the information given in 
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TYPICAL ORGANIZATION CHART. 
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WHAT IS MATERIALITY ? 


By VICTOR L. GOLE, F.A.S.A. 


“T'HIS is a question which is not so 

innocent nor so easily disposed of as 
may appear on first thoughts. “Materi- 
ality” is one of those delightfully vague 
and obscure terms which lends itself 
admirably to a variety of interpreta- 
tions by different people for different 
purposes and at different points of 
time. 

Draftsmen of Company Law, and 
writers of accounting and auditing 
texts, use the term with somewhat rare 
abandon without giving much indica- 
tion of just what constitutes the 
measurement of materiality. The judg- 
ment is apparently left to those directly 
responsible in a primary sense for put- 
ting a fair and reasonable construction 
upon the term. 

For example, in part 1 of the Eighth 
Schedule of the English Companies Act, 
1948, specific requirements of dis- 
closure in the balance sheet and profit 
and loss account are qualified in no 
fewer than nine cases by the inclusion 
of the text of “if material.” 

The matter is by no means unimport- 
ant from an accounting standpoint, 
because one of the well recognised and 
widely accepted doctrines is “the doc- 
trine of materiality.” In the Company 
Law context, apparently the require- 
ment to show a particular item separ- 
ately in the published accounts is 
avoided if the item is deemed not to be 
material. The directors of the company 
concerned are primarily the judges of 
materiality. This hardly removes the 
possibility of viewpoints and interpre- 
tations of other interested parties fail- 
ing to coincide with those of the 
directors. Differences of opinion may 
be quite significant in this matter, and 
for this reason alone vagueness and 
obscurity ought to be removed if at all 
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practicable. The qualifications in the 
Eighth Schedule of the English Act 
refer to some very important features 
of published accounts. 


MEASUREMENT 

It is evident that no matter what test 
is applied to materiality, it is hardly 
likely to satisfy all viewpoints. Some 
basic considerations may be expressed 
for its measurement. These considera- 
tions fall into place readily under these 
headings— 

i. The nature of information. 

ii. The amount in monetary terms. 

iii. The relative importance or 

percentage relationship. 

The nature of information irrespec- 
tive of any other consideration, may be 
a deciding factor as to whether an item 
should be specifically stated or whether 
its disclosure is unimportant. An ex- 
ample of this can be drawn from 
Stephen Gilman’s “Accounting Con- 
cepts of Profit,” in which the observa- 
tion of a former Commissioner of The 
Securities and Exchange Cc:nmission 
is stated in these words— 

“Facts become important for the 
purpose of omissions and mis-state 
ments when as a consequence of such 
omissions and mis-statements non- 
existent values are attributed to a 
security.” 

This could undoubtedly refer to in- 
formation without necessarily involving 
figures at all. The matter could be 
expressed somewhat differently in these 
words— 

“Information becomes material if 
its omission or mis-statement would 
lead an ordinary prudent person to 
make a wrong judgment.” 

When an amount in monetary terms 
is under consideration, the context iD 
which it is placed is of vital import 
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ance in deciding whether or not it is 
material. £1,000 may be little more 
than petty cash to the large industrial 
enterprises, but to the corner green- 
grocer it is a fortune. In between these 
two extremes there is a wide area of 
debatable ground in which the vagaries 
of human opinion may lead to all sorts 
of omissions or commissions in various 
circumstances. The kind of item may 
also have a bearing on its treatment. An 
error of, say, £50 in a large inventory 
may be considered unimportant, but a 
£50 error in the cash may be quite a 
different matter. 

Finally, the relative importance of 
percentage rélationship may be a signi- 
fcant feature in deciding materiality. 
Gilman provides an example of this in 
discussing expense increases. The 
difference between an item of £20,000 
in one year, and £25,000 in the next, 
represents an increase of 25%. If there 
was an error of £1,000 in the first year, 
and this amount really belongs to that 
year and not the next, the true differ- 
ence is reduced to £3,000, or 14%. The 
£1,000 error may be insignificant when 
measured against the full volume of 
expense, but the effect on the percent- 
age relationship between the two years 
may be quite material, particularly in 
respect of management decisions. 


VIEWPOINT AND PURPOSE 


Different people may view the same 
thing in entirely different ways. It 
depends very largely on the purpose. 
That is why disclosure in published 
accounts is so important. 

It is not sufficient answer in this 
matter for directors to decide that be- 
cause they know the signifiance of a 
certain item, it is unnecessary to dis- 
close it clearly, »r alternatively to leave 
its significance unexplained. 

The law, as expressed in Companies 
Acts, recognises this to a degree, and 
Provides for at least minimum dis- 
closure, particularly spotlighting items 
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like depreciation and non-recurring 
gains and losses. These latter items, 
“if meteria!,” could distort the result 
frorr. year to year unless their influence 
is disclosed. Interested parties relying 
on the accounts for guidance could be 
misled by lack of disclosure. 

Even more important is the move- 
ment in and out of reserve accounts 
from year to year to influence the final 
result. Lack of disclosure may obscure 
the influence of the movement, and the 
extent of the distortion in each year’s 
results again misleading interested 
parties. 

The inside viewpoint may place an 
entirely different construction on the 
extent to which these influences are 
material, as compared with the outside 
viewpoint to the detriment of the latter. 
The fact that the question of materi- 
ality is decided in all honesty of opin- 
ion, does not ensure that it will fit all 
viewpoints and serve all purposes. 
After all, that is what the accounts 
are for within practical limits. If the 
statutory requirements are qualified 
too liberally in respect of what is 
material, the object of the disclosure 
provisions could be defeated in practi- 
cal application. 

Then again, the point of time may 
throw some obscurity on the interpre- 
tation of materiality. What is regarded 
as not material now, may, in a few 
years’ time, be viewed in an entirely 
different light, with perhaps unfortu- 
nate consequences. In retrospect, the 
construction placed upon materiality 
might be quite different to the original 
concept. These observations serve to 
show that the concept of materiality is 
by no means a readily settled one. 


DOCTRINE 


The recognition of the doctrine of 
materiality in accounting, implies an 
acceptance of the vagueness and obscu- 
rity which surrounds its meaning. If 
the practical application of the doctrine 
is to publish accounts, it may be argued 
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that there is surely no need to provide 
the same treatment to an item of £1 as 
to one of £10,000. This is an unfortu- 
nate line of reasoning, not justified al- 
together by the exaggerated nature of 
the example. 

In between the wide extremes, there 
is plenty of scope for varied opinion, 
and whilst accountants and lawyers 
may happily debate the point in par- 
ticular circumstances to settle an 
opinion, this is not much help to the 
man in the street. 

Gilman expressed the opinion that 
for general accounting purposes, the 
Doctrine of Materiality is the least im- 
portant of the four recognised Doc- 
trines. It is not difficult to agree with 
this opinion when materiality is placed 
alongside the other three—Conserva- 
tism, Consistency and Disclosure. Of 
course, the Doctrine of Conservatism 
provides plenty of ground for conflict, 
and modern writers are extremely 
critical of the traditional homage paid 
to this doctrine in accounting. The 
predominant present-day doctrines are 
Consistency and Disclosure, at least if 
measured in terms of lip service. It is 
doubtful if Conservatism has yet been 
pushed off the stage, and even if 
it has, the curtain has not yet been 
rung down on its final appearance. But 
materiality only amounts to a discon- 
certing intrusion into what may other- 
wise be a clear-cut issue. It seems to 
confuse rather than to clarify, and 
lends itself conveniently to escape 
tactics from what would otherwise be 
definite obligations. 

In his enquiry into the search for 
accounting principles, Gilman expresses 
the opinion that “materiality is essenti- 
ally a matter of judgment. It is hardly 
specific enough for a rule, nor is it suffi- 
ciently flavoured with arbitrariness 
and general acceptance to be character- 
ised as a convention. It may, therefore, 
be classified as one of the doctrines of 
accounting and reporting.” To which 


20 


may be added in all justice—an un- 
fortunate state of affairs. 


CONCLUSION 


It is reasonably certain that materi- 
ality can never be elevated to the posi- 
tion of a rule, convention or principle. 
Being a matter of judgment, it cannot 
conform to the “fundamental truth” 
test of a principle. The difficulty of 
setting down any hard and fast rules 
about materiality is very evident. 

As far as information in reporting 
is concerned, what is material or im- 
material, cannot be clearly defined. 
Personal judgment must be the decid- 
ing factor, and even this may some- 
times appear to be rather misplaced in 
retrospect. 

But when it comes to settling down 
specific requirements in respect of 
published accounts, surely the whole 
matter need not be left on the uncertain 
basis of personal judgment. If an item 
is considered to be important enough 
for specific disclosure as a class, there 
should be no loop-hole by which the 
requirement is avoided. The item should 
be in or out—not half way in and half 
way out. It is not sufficient answer to 
say that there is too much trouble in 
featuring items, the amount of which 
is considered too small to be of any 
material consequence. There is no more 
trouble in featuring a small item in 
published accounts, than there is in 
featuring a large one. Once the pat- 
tern is established, and the accounting 
records are designed to fit that pattern, 
the rest follows naturally, irrespective 
of size. 

If comparative accounts are con- 
sidered, the possibility of something 
approaching a farce is easily visualised. 
An item required to be featured separ- 
ately “if material’ may indeed be 
featured in one year because of its 
amount, and omitted next year because 
it is rather smaller in amount. This 
would give rise to the belief that it is 
entirely present in one year, and él- 
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THE DOCTRINE OF CONSERVATISM 


By WM. C. O’HALLORAN, F.A.S.A., A.C.LS. 


During the last year or two I have 
found that there is a distinctly errone- 
ous impression, as to the operation of 
the above doctrine, amongst not only 
students, but also tutors and practising 
accountants. I have, many times, been 
informed that the doctrine is quite 
dead, or that it is frowned upon by 
those who, by their writings, help to 
form accounting opinions. 

In my humble opinion the doctrine 
of conservatism is just as important 
as ever it was, and it is not only not 
dead, but is applied continually. I have 
waited long in vain for someone to 
raise the point, so, following the advice 
of A. A. Fitzgerald (Australian Ac- 
countant, August 1948, p. 274) that “all 
students . . . and all teachers would do 
well to cultivate the spirit of enquiry 
... to refuse to accept as sacrosanct 
any accounting practice merely because 
it is customary,” I am raising the 
matter for discussion. 

I am afraid that the confused thought 
in respect of the doctrine has been 


innocently engendered by articles in the 
journals some time ago when the 
writers discussed “conservatism” as 
relating to financial management in 
such a manner as to infer that it was 
the doctrine that was referred to. (I 
am not sure that in some cases, the two 
were not confused by the writers.) The 
main articles I will refer to are “Con- 
flicts in Accounting,” by V. L. Gole, 
(Federal Accountant, September, ’48) ; 
a paper by R. A. Irish delivered at a 
congress in Queensland, June, ’48. The 
Theoretical Background for Teaching 
Accountancy; and Accounting Conven- 
tions, two papers by Goldberg (Aus- 
tralian Accountant, November, ’46 and 
July, 48). 

There are others, but these will, I 
think, show the confused manner of 
dealing with the matter. 

Gole stated, dealing with the main 
doctrines, “The doctrine of conserva- 
tism no doubt had its origin in the 
credit aspect of business, and was con- 
centrated primarily in the balance-sheet 





WHAT IS MATERIALITY? — Continued 


tirely absent in the next, when in fact, 
it is present in both years, but in vary- 
ing amounts. 

Now comes the fascinating problem 
of deciding just at what point the item 
ceases to be material. Is there a thin 
dividing line, or is there a broad area 
Which may be regarded as a kind of 
ho-man’s land in which you have your 
pick—to include or exclude? A person 
Preparing the accounts this year may 
decide to feature an item because it is 
considered to be material; another per- 
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son next year may decide not to feature 
the item because it is considered im- 
material, even though the amount may 
not be very much different. 

Obviously, this is not good enough. 
The words, “if material,” should be 
dispensed with in referring to those 
items which are required to be shown 
separately in the accounts. The Doc- 
trine of Disclosure should not be tainted 
by an element of uncertainty which 
rests upon such vague concepts as 
opinion and judgment. 












THE DOCTRINE OF CONSERVATISM — Continued 


viewpoint. It expresses a ‘safety-first’ 
outlook, and received the endorsement 
of creditors, bankers, auditors, and 
others interested in having ‘something 
up the sleeve’ in judging a business 
risk.” 

Later he said, “The doctrine of con- 
servatism may be practised by :— 

i. Charging capital expenditure to 

expense accounts. 

ii. Excessive depreciation against as- 

sets, and so on. 

Further down the same page (325) 
he states the natural consequence of 
the application of the doctrine of con- 
servatism is iv .rovide understatement 
in some accounting periods... 

Goldberg, in the first of the quoted 
papers, states, “This doctrine ... can 
be, and has been, postulated in various 
forms. It may take the form of an 
advocacy of charging expected losses 
before they are in fact incurred, as in 
the valuation of trading stocks on the 
basis of the lower of cost or market 
value, or of understating profits by 
charging fixed-asset costs as expenses 
with the period of estimated operating 
life, or of writing off intangible assets 
as quickly as possible, or of building up 
large reserves instead of distributing 
profits in the form of dividends, or of 
charging capital expenditure to cur- 
rent revenue, and so on.” 

Irish, in “What are Accounting 
Principles,” fails to differentiate be- 
tween the two “conservatisms,” for he 
says, “The doctrine of conservatism in 
accounting has very strong support, 
and no-one can quarrel with the wis- 
dom of being cautious in the estimation 
of annual profits and asset valuations. 
There is, however, a real confusion of 
thought between the exercise of legiti- 
mate caution and a policy of conceal- 
ment calculated to show an equalised 
profit year by year.” 

I contend that there are two con- 
servatisms in aceounting. The first is 
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the doctrine of conservatism and the 
second, conservative financial manage- 
ment. Under the doctrine there are 
three “golden rules” in the assessment 
of the results of the period’s transac- 
tions. They are:— 

(a) Profits are not to be taken into 
account until realised; 

(b) All known losses must be ac- 
counted for; and 

(c) All anticipated losses must be 
provided for. 

Realised profit in (a) means realised 
in cash or a legal right to cash, such as 
“book debts,” “bills receivable,” etc. 

In conservative financial manage- 
ment will be made the various adjust- 
ments considered necessary by the 
controllers in accordance with their 
financial policy. It is this policy which 
has caused the adoption of the doctrine 
of “disclosure.” This conservatism may 
only be carried out by the manipulation 
of the accounts prepared in strict ac- 
cordance with the doctrine. This man- 
ipulation is not frowned on, but non- 
disclosure of the fact that it has taken 
place is justly deemed contrary to 
accounting principles. 

A. A. Fitzgerald, in The Importance 
c° Accounting Theory to Students 
(Anst. Acct., Aug. ’48), warns “At the 
presei:t time we are passing through 
one of the rare periods of revolutionary 
thought—a shift in emphasis from the 
time-honoured doctrine of conservatism 
to the rival doctrines of consistency and 
disclosure.” 

To show that the doctrine was 4s 
postulated by me, J. K. M. Carroll on 
Accounting and Financial Management 
(Aust. Accy. Stud., Mar. ’48) refers to 
it as follows—“Young accountants are 
taught to be cautions; to be conserva- 
tive; never to take credit for any profit 
not actually earned. This principle |s 
well established and widely accepted, 
but is it adequate for financial manage 
ment?” He then proceeds to confuse it 
with financial conservatism. 

—Continued on page 46 
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ASSUMPTIONS FOR ACCOUNTANTS 


By F. R. MORGAN, B.Com.(Hons.), A.C.LS. 


This essay was awarded first pri ze in the 1950-51 A. E. Pyke Memorial 
Essay Competition conducted by the V ictorian Division of the Commonwealth 


Accountants Students’ Society. 


FOREWORD 


The views expressed in this article 
are original, to the best of my belief, 
and represent a re-statement of an 
argument contained in a larger essay 
of mine entitled The Theory Relating 
to Accounting, and filed in the Library 
of the University of Melbourne some 
two years ago. 

If, as I believe, the arguments ex- 
pressed in this paper are valid, their 
content will considerably simplify and 
strengthe:. the theoretical basis for 
accounting practice. An attempt has 
been made to prune the bewildering and 
confusing array of terms that have 
been amassed in the endeavour to pro- 
vide the theoretical background to 
accounting practice, and to reveal 
clearly the basic assumptions that are 
the roots of the theory relating to 
accounting. 

No definition of income has been 
provided: indeed, it has been carefully 
avoided. The acceptance or rejection 
of the contentions contained in the fol- 
lowing pages does not require as a pre- 
requisite any particular concept of 
income. Consideration of the problem 
—what is income? is worthy of sepa- 
rate treatment. 


The aim of this article is to set down 
shortly the assumptions basic to the 
theory relating to accounting. Only 
relatively recently has there been a 
strong movement to provide a theoreti- 
tal basis for accounting practice, and 
it is perhaps inevitable, due to the 
empirical approach to the task, that the 
resulting fare students of the subject 
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are supposed to digest consists of a 
confusing mass of dogma gathered 
under such vague headings as doctrines, 
standards and conventions. The levity 
with which students and practising 
accountants alike treat this so-called 
abstract approach is perhaps not en- 
tirely unjustified: a body of teaching 
that is obliged to use nebulous proposi- 
tions and peculiarly named assump- 
tions, some of which are unable to 
stand under the harsh light of logical 
analysis, surely must still have much 
clearing to do before the foundations 
of the structure are clearly revealed. 
The postulates set out below cut away 
the dead wood and reveal the core of 
the theory relating to accounting prac- 
tice. 


THREE BASIC ASSUMPTIONS 


The basic assumptions of the theory 
relating to accounting are three in 
number :— 

1. The Firm or Business exists to 

earn income. 

2. The Firm is a continuous entity 

(intends to live indefinitely). 

3. The Future is uncertain. 


There are two corollaries derivable 

from these postulates: 

4. The necessity to estimate income 
per time period arises from as- 
sumptions 1 and 2. 

. The necessity to exercise caution 
and so allow for the uncertainty 
factor when making actual esti- 
mates of income indicates the 
effect of assumption 3 on the 
corollary above. 
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Estimates calculated on the above 
basis will be the best possible approxi- 
mation to net income per time period. 
That, of course, is precisely what the 
business man requires of his account- 
ant. 


The interaction of these postulates 
may appear more clearly from a dia- 
grammatic representation: 


1. 


The Firm exists to 
earn Income 


2. 


The Firm is a 
Continuous Entity 





from these arise 


4, 


| 
the Necessity 
to Estimate Income 
per Time-Period 


goods and services so that they are able 
to satisfy people’s wants. 

The business man is skilled in so 
organising the available goods and ser- 
vices that the resultant product is more 
valuable to the community than the 
several ingredients with which he 
started. This means he can sell his 
product for more than he paid for the 
unmixed goods and services and the 
difference is his reward, or profit. The 


3. 

| 
The Future 
is Uncertain 





the effect of which 
on these estimates 





leads to 


5. 


| 
the Necessity 
to allow for the Uncertainty Factor by exercising 
Caution when estimating Income. 


The following argument is designed 
to show—firstly, the reasonableness of 
our assumptions as abstractions of the 
world we know; secondly, the place of 
the business man and the accountant 
in this environment; and finally, the 
virtues and shortcomings of present ac- 
counting dogma when matched against 
the fundamental simplicity of our basic 
theoretical postulates. 


The Firm Exists to Earn Income 


One picture of this world would show 
on this hand multitudes of people, each 
with many wants and desires, and on 
the other a storehouse of those goods 
and services which will, in part, satisfy 
those wants and desires. Business is 
the business of manipulating those 
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business man then, because he gains 
his livelihood in this manner, must keep 
his organisation running at a profit or 
else close it up. The raison d’etre, then, 
for a business or firm is to make 4 
profit, or, expressed in more stately 
language, to earn income. This is our 
first assumption. 

The proposition that the firm exists 
to earn income is an entirely reasonable 
one, and true, I think, in almost all 
cases. It is apt to the private enter- 
prise we know, and, because we have 
not said the firm necessarily wants to 
maximise its income, the assumption 
includes within its ambit, the state- 
controlled enterprises and so-cal'ed non- 
profit organisations that aim at earn’ng 
a zero or even negative income. The 
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type of case for which the postulate 
would not hold would include businesses 
run solely for the sense of power they 
give to the owner, and those used as a 
blind for illicit operations. Such activi- 
ties are not usual, and in any event, 
their owners would have no great need 
for accounts. We can reasonably con- 
clude that the first assumption holds 
true in our economy. 


The Firm is a Continuing Entity 


Equally tenab!e is our second postu- 
lat—that the firm is a continuous 
entity. The business affairs of the last 
century, in ever increasing degree, have 
been administered in the names of 
corporate legal entities with indefinite 
lives. Whilst nothing is infinite in this 
finite existence, the life of almost any 
firm, corporate or otherwise, viewed at 
any point in time, stretches forward 
into the mists of the future. At some 
stage, however, a firm may be able to 
foresee the rest of its life. This does 
no violence to our assumption or to any 
structure that might rest upon it. It 
simply means that in applying our 
general theory to certain individual 
cases we substitute a finite time for the 
infinite time period of the assumption. 
The general effect of this condition is 
that, because the business man cannot 
see the end of his firm’s activities, he 
acts as though the firm will continue in 
existence for ever. 


The Future is Uncertain 


Our third assumption is no fiction: It 
is a fact. It may be no overstatement 
to say that no other single fact has 
exercised or exercises such a profound 
effect over our individual and com- 
munity lives. The amazing point is 
that it has never yet been given an 
explicit place in any theory seeking to 
provide the framework for accounting 
practice. 

If a firm planned to operate for a 
known finite time only, the income it 
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amassed would be easily determinable 
at the end of its life, and would be the 
difference between the summed receipts 
and the summed outgoings of the con- 
cern. A positive difference would indi- 
cate success, the firm then having 
operated at a profit: a negative result 
would indicate a loss. We have shown 
above, however, that a known time life 
for a firm is the exception rather than 
the rule, and the business man, when 
he starts his career, sees his operations 
reaching forward past the foreseeable 
future. His aim is to earn income, and 
one of his problems is to know whether 
the current activities of his firm are 
doing this or not. To wait until the 
end of the indefinite life of his concern 
to find this out would be the height of 
folly, and he is therefore forced to take 
stock of income-earning capacity at 
various time intervals throughout the 
life of the business. For a number of 
reasons, not the least of which is the 
reliance on past records to assist in the 
forecast of future events, these esti- 
mates are best made at regular time 
intervals. This is general business 
practice. 


Estimates of Periodic Income. 


Note that the best the business man 
can hope for is an estimate of income 
for each successive time period. The 
firm is still operating, and he is there- 
fore looking forward toward events he 
cannot foresee; his optimism or pessi- 
mism regarding unknown events affects 
his estimate of the value of the business 
to him now, and through this his esti- 
mate of the income the business has 
made to date. 


Obviously the sum of all income esti- 
mates over the life of a firm will be 
equal to the actual net income that 
would be revealed if the accounting 
were made at the end of its life. Thus 
the net income of a firm at the end of 
its life may be (a+b+ce+d+e). The 
actual income earned in each of five 
successive equal time periods in the life 
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of the business may be a, b, c, d and e 
respectively. Yet, for the business man 
who endeavours to estimate his income 
at the end of each of these periods, the 
best estimate at each stage may be— 
a—z; b+y; e+x; d—w; and e+ 
(w+z)—(x-++-y). Apart from the techi- 
cal difficulties involved in estimating, 
the reason that these best estimates 
differ from actual income earned in 
their respective time-periods is that the 
future is uncertain. The business man 
is unable to assess accurately the value 
of the firm’s unused resources in rela- 
tion to the probable path of future 
demand for its product. In reaching 
the above estimates, however, he will 
have allowed for unforeseeable events 
as much as possible by using a discount 
factor on his preliminary estimates of 
net income. This has the effect in some 
instances of damping down the ampli- 
tude of the deviations of estimated 
income from actual income for each 
time period. Thus rapid rises in his 
product’s market price might have 
indicated at first sight a profit at Time; 
of c+2x, which he wrote down to c+x 
because of his inability to see very far 
ahead. Allowance for the uncertainty 
factor might, on the other hand, pro- 
duce the opposite result. For instance, 
his first estimate for Time, might have 
Zz 
been a +— but, because of a seeming 
4 
dismal future for his product, he 
thought his outgoings in this period had 
been greater, and revised his estimate 
wall 
by —, perhaps by writing down stocks. 
4z 


Although the allowance for an un- 
certain future may take the income 
estimate even further away from the 
actual income that would be determined 
with perfect knowledge of the future, 
the estimate is, nevertheless, the best 
that can be prepared at the time. 
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Allowances of this nature are forced 
on the business man because he is try- 
ing to approximate income for a going 
concern in an environment continually 
changing in unpredictable fashion. 


Estimates prepared in conformity 
with the theoretical basis outlined 
above will be the best available at each 
point in time. Where the firm is large 
enough, the business man deputes these 
calculations of net income to his 
accountant. 


The Theory of the Firm Dominates 
Accounting 


So far we have discussed the be- 
haviour of the business man, and have 
endeavoured to justify the postulates 
and theorems we claim lie behind some 
of his actions. The last sentence of 
the preceding section reveals that the 
accountant performs one of the tasks 
that are the business man’s responsi- 
bility, and it follows that the theory 
of the business man’s behaviour (or 
the theory of the firm) is also that of 
the accountant. Let us now consider 
the nature of this theory, and the rela- 
tion of accounting practice to it. 

The theory of the firm, or the theory 
relating to the behaviour of the busi- 
ness man or entrepreneur, has been 
written. There is a large body of eco- 
nomic theory, more or less adequate, 
dealing with the economic aspect of 
living. Whilst general economic theory 
has been prone to exclude from its 
foundations our third assumption—that 
of an uncertain future, and include 
within its system the hypothesis of 
perfect knowledge instead, this has, in 
fact, been a necessary first step that, 
by excluding the additional complexi- 
ties that are introduced by imperfect 
knowledge of the future, has assisted 
the solution of many difficult theorems 
of enonomics. During the past twenty 
years, however, there has been a fairly 
strong attempt to provide a theory for 
the behaviour of the firm as it exists 
in real life. The resulting framework 
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isa much more realistic skeleton of the 
firm as we know it. Ecoromists, how- 
ever, are used to working on a very 
large canvas, and they tend to consider 
the problems of the industry, or collec- 
tion of firms, rather than the personal 
problems of the component concerns. 
Our assumptions are appropriate to an 
economic theory of the individual firm. 

As the theory lying behind the firm 
and the conduct of its guide—the busi- 
ness man, is economic, it follows that 
the theory that dictates the course of 
action the accountant shall take is also 
economic. The accountant is a statis- 
tician—the business statistician, and 
accounting practice is revealed as a 
scientific method. The theories for the 
statistician are mathematics plus the 
theory of the field from which his data 
is derived. The mathematics of ac- 
counting are elementary—the main 
statistical tool is the double entry 
method of recording, and the theory to 
which the accountant must frequently 
resort for guidance is the economic 
theory of the firm. 

Too much emphasis cannot be placed 
on the fact that the accounting function 
of the business is subservient to the 
will of the business man. The business 
man wants the best estimate of net in- 
come per time-period, and because of 
the uncertain nature of things, this 
result will include his own subjective 
appraisal of his firm’s fortunes at a 
given point of time in its life cycle. 
Unknown but suspected future hazards 
will affect his valuation of the ingredi- 
ents of his product he has on hand, and 
this will vary the net income figure. The 
accountant must bear these points in 
mind when preparing the information 
his employer requires—the best esti- 
mate of net income per time period. 

We have explained the dominant 
place the estimation of net income 
occupies in the work of the accountant. 
Two other ends may be also served by 
the accounts prepared for this major 
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purpose. The creditor is interested in 
the liquidity of a business, and the net 
current assets position of a firm, as 
shown in published accounts, provides 
this type of information. Secondly, in 
large public companies, the ownership 
of the enterprise is almost always in 
different hands from those of the con- 
troller or manager, and net sharehold- 
ers’ funds is a sector of the accounts 
highlighted when reporting to the own- 
ers on the progress of the company. 
These pieces of information are by- 
products of the accountant’s main work 
however, and are most accurately re- 
vealed if his tabulations are designed 
to provide the best estimate of net in- 
come in conformity with the basis 
shown above. 


The Tenets of Accounting 


Consider now the tenets presently 
taught as the so-cal!ed basis of account- 
ing practice. So far as I can ascertain, 
the accounting superstructure is sup- 
posed to depend upon conventions, doc- 
trines, standards and principles. 

“A convention of accounting,” says 
Fitzgerald,: “is an accounting practice 
based on general understanding that 
the practice should be followed.” Should 
we ask what is the foundation for the 
“general understanding,” we should 
find nothing but an assumption. “As- 
sumption” or “postulate” would be a 
far better title than “convention,” and 
in fact, this seems to be what most 
accountants have in mind when they 
speak of “conventions.” 

The most important of these assump- 
tions are:— 

(i) That accounting is an historical 
record; 

(ii) That the money of account has 

a constant purchasing value; 

(iii) That the firm is a going con- 

cern; 

(iv) That the firm’s life is divisible 

into accounting periods; and 

(v) That the business is a separate 

entity from its owners. 
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Accounting Doctrines 


The definition of an accounting doc- 
trine as “ a belief generally he:d and 
advocated by accountants as to what 
accounting practice should be’ en- 
deavours to bring a normative “you 
should” element into the accounting 
framework that is better left out. We 
shall, however, be concerned to look at 
the assumptions that lie behind these 
doctrines. 

The four main accounting doctrines, 
in order of importance, are as follow: 

(i) The Doctrine of Conservatism 
decrees that “statements should be 
prepared in such a way as not to 
overstate profits or financial strength 
nor to understate losses.’ 

(ii) The Doctrine of Consistency 
recognises that the trend of results 
can be accurately perceived “only if 
certain princip'es are consistently 
applied.”® This refers to all account- 
ing data. 

(iii) The Doctrine of Disclosure 
“specifically applies to accounting re- 
ports ... and requires revelation of 
information, which, if withheld, 
might influence a prospective credit- 
or’s decision to loan funds or a pro- 
spective investor’s decision to buy 
securities.””* 

(iv) The Doctrine of Materiality 
refers to what is “essentially a mat- 
ter of judgment.” This sums up the 
decision as to what kind and quality 
of data is relevant for the informa- 
tion required, and the amount of 
detail desired. 

Numerical and other data are in- 
cluded. 

Accountancy Standards 


We now come to accounting stard- 
ards. This is one of the most nebulous 
terms invented in accounting. It has 
a special meaning all of its own—so 
special that it defies precise description. 
Consider these comments made by 
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Bray. “Why the choice of a term like 
‘standards’? Why not ‘principles’ or 
‘rules’? Well, it seems that academic 
accounting circles have sought to attach 
a deeper meaning to the word standard. 
A standard is thought of as something 
fundamental lying behind the specific 
formulation of a rule of principle. It is 
felt that the latter implies some 
measure of limitation . . . . Admittedly 
they are—theoretically conceived, yet 
they seek to give a practical turn to 
theories ... (They are) moreover, more 
desirable because they stand as gauges 
by which to measure departures, par- 
ticularly when the departure is neces- 
sary and clearly justifiable . . . (Stand- 
ards are) not procedures in themselves, 
but do suggest such; (and should act) 
as a doctrinal background on the basis 
of which the accountant is free to exer- 
cise his own judgment.”” 

After endeavouring to assimilate this 
earnest attempt at definition, we must 
conclude that, even if there are any of 
these peculiar things called accounting 
standards, they certainly have no part 
in a theory relating to accounting. 


Accounting “Principles” 


Although much talk is made of ac- 
counting principles, they, too, only exist 
in the imagination. Fitzgera!d, in one 
of his works,* throws healthy doubts 
on their existence, and the following 
quotation summarises the opinion of 
an American authority on the same 
topic: 

(The) “frank admission that there 
are no principles of accounting will 
leave the accounting profession in 
the most defensible position of being 
guided by general doctrines, specific 
conventions, and various rules, prac- 
tices, methods and standards derived 
from the relationship between ac- 
counting and other fields, which, by 
the test of experience, have been 
proved practical and acceptable. By 
such admission the accountant will 
be relieved of that embarrassment 
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and awkwardness which results from 
trying to justify a proposition as a 
principle of accounting because it is 
based upon a principle of mathe- 
matics, or because it is derived from 
a principle of economics, or because 
it is required by a statute or edict.” 


Accounting Theory 


Our next care is to compare our own 
assumptions with those of the present 
so-called “accounting theory.” 

Three assumptions that should not 
clutter up the theoretical basis for 
those underlying the Doctrines of Con- 
sistency, Disclosure and Materiality. 
Remember that accounting is a scienti- 
fic method and that method implies con- 
sistency. Nothing more need be said, 
except perhaps, that the criterion 
for consistent action is whether the 
best estimate of net income in each 
time-period is being derived by the 
accounting are those underlying the 
Doctrines of Consistency, Disclosure 
a mere exhortation to _ intellectual 
honesty, whilst the Doctrine of Materi- 
ality is making a mountain out of the 
common statistical molehi!] that simply 
states that data shall be intelligently 
sifted so that no irrelevant details mar 
its subsequent presentation. 

Of our three basic assumptions, the 
first—that the firm exists to earn in- 
come—has been entirely missed by 
accountants. To say that it has been 
taken for granted would be no defence. 
Recent writers do speak of the deter- 
mination of net income; yet it has never 
been introduced as an explicit assump- 
tion in their body of theory. This is 
strange considering the number of 
minor postulates they have adopted. 

The second postulate in our series— 
that the firm is a continuing entity, is 
the only one present accounting as- 
sumptions effectively cover. The going 
concern and entity conventions together 
amount to this. 
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Our third fundamental assumption— 
that the future is uncertain, is a fact 
that also has been missed. 

The need to estimate income per 
time-period is more or less covered by 
the accounting period convention, which 
recognises the necessity to divide up 
the firm’s life into discreet time inter- 
va's. 

The exercise of caution by allowing 
for uncertainty when estimating income 
is the assumption that really underlies 
the Doctrine of Conservatism. Through 
the years the ritual has been wor- 
shipped for its own sake, however, and 
the definition whereby we are enjoined 
“not to overstate profits or financial 
strength nor to understate losses,” has 
a sly implication that it is good practice 
to err on the other side and to under- 
state profits and overstate losses. Such 
behaviour is not in accordance with 
the accountant’s touchstone—the best 
estimate of net income, and therefore 
cannot be condoned. The true function 
of the Doctrine of Caution is to apply 
a discount factor to valuations that, due 
to an imperfect view of the future, are 
made with a more or less small degree 
of certainty. 

We have now disposed of all the as- 
sumptions of present “accounting the- 
ory” with the exception of those called 
the historica!-record convention and the 
constant-money-value convention. It 
remains to demolish these completely, 
and this we shall do in some detail. 


The Historical-Record Convention. 


With regard to the historical-record 
convention, we can agree that double 
entry accounting is an attempt to por- 
tray the path of a business through 
successive equal time periods. To this 
extent it is a record, and pro tanto 
historical. It deals with estimates, 
not forecasts. We can also agree that, 
being a statistical method, it measures 
in numbers; and, that being concerned 
with values, it measures in values. But 
we certainly cannot agree with the 
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conclusions which are drawn from these 
innocent statements. We are told that 
the effect of the historical record con- 
vention is “that accounting records are 
basically records of fact, not opinions, 
and to the extent that accounting state- 
ments conform to the convention they 
are also statements of fact.” We are 
warned, however, that sometimes, “the 
numerical terms in which the records 
are made are estimates and accordingly 
questions of opinion enter into the 
factual record.”*® The example quoted 
is depreciation. Now it will not be denied 
that the amount of money paid for a 
piece of equipment is a financial fact. 

This is true, and gives rise to the 
record of external transactions, affect- 
ing creditors, or bank accounts. But 
it is a record of an opinion, not a fact, 
when the same amount is debited to an 
asset account. The business man was 
of the opinion at the date, that the pre- 
sent value of that machine was at least 
equal to the purchase price. No amount 
of argument will ever turn this into a 
record of fact. This being so, we are 
not surprised that depreciation, or the 
amount of cost attributable to each 
period, should be an estimate a!so. The 
entry in the asset account is evidence, 
if you will, of the fact that the entre- 
preneur held an opinion as to the value 
of a machine at the specified date, but 
the actual figures give expression to 
this opinion and to nothing more. The 
financial facts entirely concern external 
transactions, and those parts of these 
transactions which are included in the 
current asset and current liability 
groups of accounts. 

The assumption of the historical 
record, and the wholly erroneous in- 
ferences that are drawn from it, can 
clearly have no place in our theory. 


The Constant-Money-Value Convention. 


We must also disagree completely 
with the constant-money-value conven- 
tion. We are told that, because of the 
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historical nature of double entry ac- 
counting, the “records are made in 
terms of money values at that time.” 
This is quite accurate. However, from 
this statement is deduced “the concept 
that money values remain constant for 
all time,”*' this being the basis for the 
convention. Now, we are quite aware 
that accountants assume money values 
to remain constant over time, but they 
certainly cannot justify their actions 
by reference to the above quotation. 
“The assumption is necessary to make 
accounting practicable,” is the frequent 
ery. Our reply is that it makes account- 
ing impracticable—we are led away 
from that most accurate net income 
estimate per time period, which is our 
cardinal aim. There are two main 
arguments put up as to why we should 
maintain the distortion. We are told 
it would be “impracticable as well as 
unwise to replace the convention by 
any practice designed to make account- 
ing statements reflect valuation opin- 
ions: Impracticable because it would 
necessitate constant reappraisement of 
the value of assets—unwise because 
accounting statements would then be 
entirely based on subjective opinions 
and would lose all connection with ob- 
jective fact.’”"* Notice that there is no 
case stated for keeping the assumption 
in order to make income estimation 
more accurate. We have shown already 
that the more important entries are 
records of subjective opinions; what 
could be further from objective fact 
than estimates based on values which 
are no longer accurate is hard to 
imagine. 


It should be obvious by now that the 
value of money is only one of the 
factors which affect the expectations of 
the business man. Just as a change In 
demand can change the value of his 
equipment without a physical change 
occurring, so can a change in the value 
of money affect asset values. Bygone 
are truly bygones: we are interested 
in what the estimate of net income 3 
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in today’s money terms, not yesterday’s 
and the day’s before values. This means 
that all the determinants of net income 
must be in terms of values at one given 
date—otherwise we cannot subtract 
costs and revenues and get an answer 
that has precise meaning. The best net 
income estimate requires costs and 
revenues to be in value terms as at the 
one date, and according to the business 
man’s valuation: hence, capitalised costs 
must also be in value terms at this date, 
and changes in the value of money are 
included with all other factors which 
affect the business man’s expectations. 

Value is a price multiplied by a 
quantity (V,=p, q.). An orthodox 
balance sheet of a firm which has been 
operating for, say, five years, is a com- 
plex of all sorts of values, the net result 
of which has no precise significance. It 
might look like this: 


BALANCE SHEET AS AT TIME 5 


wrent Liabilities Current Assets | 

w deferred liab.)| £psqs ||} Minus Stocks | £p.q: 
| Stocks Plus | 

Fixed Assets 








£p:q: 


(including 


| 
Proprietorship | | 
net income) | £p?q? 


£p.q; 
Epoqn 
Epogs 











| 


If balance sheets could normally 
show different values as clearly as this, 
accountants would soon convince them- 
selves that their work was not making 
sense. Both columns balance: nothing 
more can be said in its favour. Put the 
figures in symbol form, and we immedi- 
ately see that mathematic theory is not 
Satisfied. We cannot add incommen- 
surables, yet this is what the constant 


TOTAL] £p?q? 
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money value convention of accountants 
would have us do. We might just as 
soon add horses and pigs and call them 
rabbits as add values relating to differ- 
ent dates and expect a sensible answer. 
On the other hand, if we produce a 
balance sheet which looks like this: 





Current Assets 


| Current Liabilities 
Minus Stocks 


(plus deferred liab.)} £psqs || 





Stocks Plus 
Fixed Assets 


Proprietorship 
(including 
net income) 

















| 








Epsqs | 


TOTAL 


| £psqs 





we have a document with some mean- 
ing. Net income has been determined 
by the most accurate means, for all the 
items in both income statements and 
balance sheet have been recorded as at 
present values. 


The effect of this on accounting ratios 
may be briefly indicated. Structural 
ratios are most accurately stated, be- 
cause both numerator and denominator 
are commensurable and reflect the value 
of the several items to the business 
man. Trends in structural ratios are 
pure numbers, but these are a!so more 
accurately presented because the com- 
ponent numbers have meaning for their 
respective periods. Trends of values 
over time are more useful to study 
when the values quoted at one date are 
the actual values which the equipment 
or claims concerned were believed to 
have at that date. 

The fallacy of the constant-money- 
value convention is patent. No case 
can be made for its retention in any 
theory seeking to explain accounting 
practice. 
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Conclusion, 


The aim of this essay has been to 
indicate the basic assumptions underly- 
ing the theory relating to accounting 
practice. If this task has been success- 
ful, I shall have indicated the simplicity 
of these fundamental postulates in con- 
trast to the complex galaxy of maxims 
that passes at present for “accounting 
theory.” We have pointed out that 
there is no accounting theory as such, 
but rather that accounting is a scien- 
tific method—the statistical tool of the 
business man. It was an easy step to 
show that the economic theory of the 
firm and of the behaviour of the busi- 
ness man was the true theory that lay 
behind the practice of accounting. Our 
three fundamental assumptions turned 
out to be those very postulates that had 
to be introduced to permit an economic 
theory of the individual firm to be de- 
veloped. A very lowly erection on these 
foundations gave us the accountant’s 
touchstone for practice—the best esti- 
mation of net income for each time- 
period of the firm’s life. Finally, we 
culled the tenets of current accounting 
thought, showed which of these views 
fitted into our theory, and advanced 
adequate reasons why certain of them 
should be discarded. 


I hope that those who are interested 
in the theory lying behind accounting 
practice will be convinced as to the 
validity of these arguments. 
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A RESEARCH CHAIR OF ACCOUNTING 


Appointment of the First Holder 


E COUNCIL of the Society of 

Incorporated Accountants announce 
the foundation of a Research Chair of 
Accounting tenable at Incorporated Ac- 
countants’ Hall—the first Chair of its 
kind to be sponsored by a professional 
body of accountants. It commemorates 
the interest in accounting research of 
the late Lord Stamp, an honorary mem- 
ber of the Society, and the late Sir 
James Martin’s foundation of the 
Society. : 

To safeguard the status of the Chair, 
elections will only be made to it after 
due consultation with representative 
academic opinion. It is also expected 
that academic status shall be a condi- 
tion precedent to the appointment. The 
first holder, Mr. Frank Sewell Bray, 
F.C.A., F.S.A.A., is a Senior Nuffield 
Research Fellow in the Department of 
Applied Economics, University of Cam- 
bridge, and it is hoped that this type of 
academic relationship may constitute a 
precedent. 

There are many precedents for the 
appointment of a professor by bodies 
other than universities, but in all cases 
the status of the Chair is safeguarded 
to give it equivalent standing with a 
university chair. It is the intention of 
the Society to depart in no way from 
this standpoint. 


Duties of the Stamp-Martin Professor 


The duties of the Stamp-Martin pro- 
fessor are to advance learning and pro- 
mote knowledge in the subject of ac- 
counting. The professor will be ex- 
pected to keep in touch with the uni- 
versities, learned societies and other 
accounting bodies throughout the world 
and he will be expected to give a course 
of four lectures in any one academic 
year. He will devote a considerable part 
of his time to his own researches upon 
which his lectures will be based. It is 
also hoped that the professor will take 
a special interest in education for the 
accounting profession. 

It was considered that the first holder 
of the Chair should be permitted to con- 


The Australian Accountant, January, 1953 


tinue a reasonable amount of practice 
or of other professional work, in accord- 
ance with the practice of most universi- 
ties. Nevertheless, the professor is 
expected to regard the duties of the 
Chair as the first call upon his time. It 
is contemplated that no restrictions 
whatever should be placed upon appli- 
cations, i.e., there will be no limitations 
as respects membership of any account- 
ing body, provided the applicant is re- 
garded as of sufficient academic status 
to hold office. 


Expansion in the Technique of 
Accounting 

Making the announcement, the 
Society states that the technique of 
accounting is fast developing; it is ex- 
panding into the field of management 
on the one hand and that of national 
finance on the other. Research in ac- 
counting is developing rapidly in many 
parts of the world. Its movement should 
accelerate when more university gradu- 
ates have obtained influential positions 
in the profession. The ultimate develop- 
ment of accounting as an academic sub- 
ject has wide possibilities, the Society 
adds, and there is a great need to secure 
better academic status for it. 

Prospects for accounting, the Society 
points out, lie in two main directions. 
First, the development of a technique 
for utilitarian purposes; second, the 
perfecting of a means of estab‘ishing 
reliable quantitative measurements to 
point the way to proper qualitative de- 
cisions in the academic field. It should 
be remarked that some ten years ago a 
handful of accountants interested in 
research ideas saw the implications of 
changing price levels on the statement 
of accounts, and it is only just now that 
the professional work has caught the 
impact and influence of these ideas, and 
by discussions with industry is seeking 
to bring them into practical effect. On 
the other side of the subject can be 
seen the influence of accounting forms 
in the publications on national income 
and expenditure. 

From the Accountant, November 29, 
1952. 
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A JUSTIFICATION FOR LIBEL. 


In P. P. Howe’s Life of William 
Hazlitt, the author at pp. 194-5 (1947 
Edition) quotes from the diary of 
Henry Crabb Robinson under date 22 
December, 1816. Robinson records that 
he on that day castigated Hazlitt for 
attacking Wordsworth in that morn- 
ing’s Examiner. Hazlitt replied: “It 
(the article) may be indelicate, but I 
am forced to write an article every 
week, and I have not time to make one 
with so much delicacy as I otherwise 
would.” To this Robinson retorted by 
alluding to the anecdote of the French 
Minister, who, when a libeller defended 
himself by saying that he must live, 
retorted: “I do not see the necessity.” 


DON’T KILL THE MESSENGER! 


“How beautiful upon the mountains 
are the feet of him that bringeth good 
tidings.” So sang Isaiah. But what of 
him that bringeth evil tidings? It was 
the custom of ancient potentates to slay 
him out of hand, and this murderous 
but natural instinct still persists in the 
mind even if checked in the hand. The 
most benevolent of men will eventually 
recoil from the persistent purveyor of 
Bad News. One of the many philan- 
thropies of the late Sir Samuel Cohen 
was the care of those who fled to these 
shores from the Nazi terror. It was 
to be expected that these distressed, 
perplexed and bewildered folk should 
pour their troubles into the kind ear of 
Sir Samuel. The day came, however, 
when that ear could stand no more. 
Some protection had to be devised. Sir 
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Samuel’s solution was to greet the New 
Australians thus: “Good morning, Mr. 
X., what’s the good news?” I thought 
this very funny when I first heard it. 
A few days afterwards I returned to 
my home to discover by my wife's 
countenance that she was, to put it 
mildly, “out of sorts.” I greeted her 
with a joyful air and _ enquired: 
“What’s the good news?” Let us draw 
a veil over the reply. Suffice it to say 
that I no longer think the question has 
any humour associated with it. 


Recently a colleague reported to me 
some very bad news concerning the 
conduct of a client. For the first ten 
seconds my anger against my colleague 
was far greater than that against the 


culprit. In shame I recalled an episode 
from Great Expectations: 


The hero, Pip, had begun to live at 
the home of his tutor, Mr. Pocket. It 
was supper-time. The agreeable event 
is interrupted by the arrival of the 
housemaid, Sophia, to communicate 
some news to Mr. Pocket. When she 
left, Mr. Pocket turned to that odious 
snob, his wife, and said: “This is 4 
pretty thing, Belinda! Here’s the cook 
lying insensibly drunk on the kitchen 
floor, with a large bundle of fresh 
butter made up in the cupboard ready 
to sell for grease!” Mrs. Pocket in 
stantly showed much amiable emotion, 
and said: “This is that odious Sophia’s 
doings!” ‘What do you mean, Bel- 
inda?” demanded Mr. Pocket, who then 
proceeded to verify the charge made 
by Sophia. “And do you defend her, 
Matthew,” said Mrs. Pocket, “for mak- 
ing mischief?” Mr. Pocket uttered 4 
dismal groan. 
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The bearers of bad news fall roughly 
into four classes: (a) Those spiteful 
people who delight in the hurt inflicted 
by the news—for these the death pen- 
alty could be justifiably revived; (b) 
those stupid gossips who will say any- 
thing to attract attention to themselves 
—“I know something you don’t know” 
—for these the stocks could be revived; 
(c) the pessimists who revel in bad 
news for its own sake—for whom the 
only suitable place is a mental home; 
and (d) those decent people who shrink 
from the hateful task until they are 
satisfied that to withold the news would 
inflict a greater injury than to reveal 
it—for these, our humble thanks. 


PUT NOT YOUR TRUST IN PRINCES 


In Psalm 146, the Royal Poet coun- 
sels: “Put not your trust in princes, 
nor in the son of man, in whom there is 
no help.” 


I have gathered together three ex- 
amples of princely courtesy. 

When news of the sudden death in 
Hanover of King George I reached 
England, Sir Robert Walpole, Prime 
Minister of England, at once rode to 
Richmond Lodge to inform his succes- 
sor, George II. The Prince was sleep- 
ing after dinner; the Prime Minister 
entered his room; and on awaking him 
knelt and said: “I have the honour to 
announce to your Majesty that your 
Royal father, King George I, died at 
Osnaburg, on Saturday last, the 10th 
inst.” To which the Royal Piglet re- 
plied: “Dat is one big lie.” 


Holbrook Jackson, in “The Anatomy 
of Bibliomania,” quotes this story from 
Davis’ “Olio of Anecdotes.” The origi- 
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nal edition of Gibbon’s History was 
published in six quarto volumes, which 
appeared at different times. It was 
Gibbon’s custom to present by his own 
hand copies as published to the Duke of 
Cumberland. Bringing the third volume 
to the Duke “elated with pride at the 
delightful office,” and imagining as he 
went, what handsome things the Duke 
would say to him—all he got from His 
Royal Highness was: “What? Ah! 
another damned big square book, eh!” 

Enough of the Hanovers! Let us 
now to a Prince of the Church. Ludo- 
vico Ariosto (1474-1533), one of the 
greatest of Italian poets, was intro- 
duced in 1503 to the court of the 
Cardinal Hippolytus d’Este, who em- 
ployed him in many negotiations. Here, 
in Ferrara, in the space of about ten 
years, he produced his great poem 
“Orlando Furioso.” This is how the 
Cardinal acknowledged Ariosto’s gift 
to him of a copy: “Dove diavolo, Messer 
Ludovico, avete pigliate tante coglio- 
nerie?” (“Where the devil, Messer 
Ludovico, have you gathered so much 
nonsense ?”’) 


UNA GRANDE VOCE 


In F. A. Norman’s “Whitehall to 
West Indies,” he tells the story of Mr. 
Baldwin, when Prime Minister, and his 
loud-voiced Minister for Labour, Mr. 
Ernest Brown. Mr. Baldwin was sitting 
in his room in the House of Commons 
when he heard a loud noise in a nearby 
room. Mr. Baldwin sent his secretary 
to see what was the matter. On his 
return, the secretary said: “It’s only 
Mr. Brown talking to his wife in Edin- 
burgh.” “Why does he not speak to his 
wife on the telephone?” asked the 
Prime Minister. 





TO THE NEW MEMBERS 


(A talk to new members at the graduation ceremony of 
the Commonwealth Institute of Accountants, Victorian Division, 
November, 1952, by the State President, Mr. L. H. Dillon, 


A.A.S.A.) 


T is my pleasant duty on behalf of 

the Institute to present the Certifi- 
cates to your—our new members—and 
in doing so, would like to extend to you 
the congratulations of the Institute, 
its officers, and your erstwhile anony- 
mous friends—the Board of Ex- 
aminers. These gentlemen, I know, are 
particularly pleased at your success, 
being in somewhat intimate and sym- 
pathetic relationship with most of you 
for some time—in some cases more 
than others. 


Our new members can feel justly 
satisfied with the achievement which 
has brought them into membership of 
the Institute and, on reflection, I know 
you will all agree with me that it has 
been well worth while even if at times 


you were depressed and dejected to the 


point of almost giving it up. I do not 
think there is one of us who has not 
had this feeling at some time in his 
or her career of study. Now that it is 
all over and you look back, you will 
find it was not so bad after all and 
the sense of achievement in getting 
through amply justified that little extra 
effort which came to light just at the 
right time. 


The tests through which you have 
passed to qualify you for membership 
prove that you have a certain standard 
of knowledge of accounting and allied 
subjects. This knowledge is a sound 
basis or background upon which you 
can rely in your practice or application 
of what you have learned. Do not, 
however, regard your qualification as 
the achievement of an end in itself 
only—it is an achievement undoubtedly 
—but more than this, it is a spring- 
board as it were for greater things. 
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From it you will develop into being 
better servants of those who seek your 
services—not only the enterprise for 
whom you work, but more than that 
—our Australian community at large. 
This country, as we are all acutely 
aware, is deficient in numbers in rela- 
tion to those nations of the world who 
are our neighbours. That being so, we 
are challenged to make up that defici- 
ency in some other way—the only way 
available to us is through our skills 
and their greater development; through 
a sense of unstinting service, and 
through unswerving loyalty to the 
principles for which we stand as pro- 
fessional people. 

This brings me to say this also, to 
our new members. You have all ex- 
perienced the joy and satisfaction of 
studentship—of learning and achiev- 
ing. Let it be hoped that in the broad- 
est sense you will always be students 
because in your chosen field there is 
still much more to be done. The Insti- 
tute encourages what might be called 
post-graduate work. Study groups on 
various subjects have been organised 
and are working enthusiastically. More 
are in the process of formation. We 
have one of the best libraries of its 
kind in the world—constant additions 
are being made to it so that it will 
always be kept up to date and in line 
with the latest developments in our 
field. An excellent journal for ac- 
countants is published and the articles 
in it subscribed by men and women 
who are now your colleagues in a great 
profession. All of these facilities— 
and others—are available for your use. 
You are encouraged to use them fully 
and in so doing, you will be helping not 
only yourselves but the many others 
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To THE NEW MEMBERS — Continued 


who are members or who are following 
you towards membership. 

Here, I think, we can acknowledge 
the magnificent work which has been 
done already by members of the Insti- 
tute in bring it and the profession of 
accountants to the high status both en- 
joy. Many of these men, I am happy 
to say, are still with us—others have 
passed on but have left us a priceless 
heritage which is ours to carry on as 
they would have wished it. 

Your membership of the profession 
of accountants is indeed a privilege 
which I know you will value. You 
will be known and respected as quali- 
fied accountants. Like all other valu- 
able privileges, however, it carries with 
it a corresponding responsibility. That 
responsibility is to act at all times with 
honour and in accordance with the 
highest ideals for which our profes- 
sion stands—irrespective of what may 
be the reward; or lack of it—irrespec- 
tive of whatever pressures or in- 
fluences may be brought to bear on you. 


Adherence to what you know to be 
right and best will bring its own re- 
ward. 


Now, you all know that at the end of 
next month, this Institute will formally 
cease to exist, but the spirit which per- 
meates it—and this, after all, is what 
really matters—will carry on into the 
new Australian Society of Account- 
ants. All the members of this Insti- 
tute and of the Federal Institute of 
Accountants are eligible for member- 
ship of the new Society. All the facili- 
ties and benefits of membership of the 
Commonwealth Institute of Account- 
ants will be available in the new 
Society; and, with the active support 
and participation of its members, it 
will, I am sure, be able to add to these 
as time goes on. 


It is now my honour and privilege 
to congratulate each one of our new 
members personally, and on behalf of 
all other members; to wish each one 
success in his or her chosen field and 
to present to each one, his or her Cer- 
tificate of Membership. 





TOP MANAGEMENT CONTROL — Continued from page 17 


this regard is usually in summary 


form. 


The report emphasises the prompt- 
ness with which figures are presented, 
daily reports, for example, being avail- 
able the next morning. To a large ex- 
tent this is the result of the extensive 
use of auxiliary office equipment. 


The report deals with a number of 
methods of company reporting, but a 
feature that is of special significance 
is the development in reporting to top 
Management in the form of special re- 
ports. It is quite obvious that, as the 
number of routine reports increases, 
they tend to lose their value, and addi- 
tional reporting on variances, while 
helping to keep alert those responsible 
for incurring them, do not necessarily 
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throw any light on the causes of such 
variances. 

It is in the direction of special reports 
that the controller perhaps has his 
greatest value so that the attention of 
management can be focussed on those 
problems which require action. The re- 
ports would not necessarily detail the 
action which should be taken, but they 
should give all the necessary statistics 
to enable a good decision to be made. 

Speaking in broad terms, I do 
know of companies in Australia which 
have largely followed American prac- 
tices in regard to top-management con- 
trol as are detailed in the Management- 
Accounting report, and I know that it 
has been found that American practices 
can be applied successfully to Austra- 
lian needs and conditions. 
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THE CLEARING HOUSE 


Statements and Invoices 


Dear Sir,— 

Mr. Jacobs’ comment in the October 
issue was interesting. Over the whole 
community the accumulated careless- 
ness with statements and invoices must 
account for a tidy sum. No doubt it is 
a common experience to receive state- 
ments for paid accounts days later, and 
quite often they come separately in the 
same mail as the receipt. Many large 
concerns are great offenders with in- 
voices; it has been my experience to 
receive as many as five separately in 
the same mail. I believe most traders 
like to know exactly what they owe, 
and I find it an appreciated service to 
retain receipts in the early days of a 
month and attach them to the new 
statement, at the same time making a 
hand deduction of the payment. 


Machine accounting can be made the 
excuse for too many things, and it 


would be a simple matter in most 
places to allocate someone to hold aside 
the statements with accounts rendered 
and, after the rush, give them the 


treatment I have suggested. There 
would be a gain in both postage and 
client goodwill. 

—C. L. BALL. 


Auditor’s Examination Includes Tests 
Embracing Cheque Butts 


In the case cited by Mr. Donnelly 
(November issue, p. 100), discovery of 
a minor peculation turned on one of 
two things: either it resulted from an 
examination of the stamp book, or it 
resulted from observing that a butt 
had been removed from its normal 
sequence. A bald examination of 
cheque butts is hardly justified from 
this experience. One might ask, why 
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expect a repetition of this particular 
folly? Mr. Donnelly will be able to 
bring to mind many variations on this 
theme of cash frauds; there are many 
such, much more neat and “skilled” 
instances—hence much more difficult 
to detect. Make the procedure more 
embracing in terms of principles and 
skill, and much less routine and tedious 
than by resorting to an “audit” of 
cheque butts! 


Unless cheque butts are known to be 
examined and to be compared with the 
cheque at time of signing (and perhaps 
initialled) their value as an authentic 
and accurate record is no greater than 
the cash book itself. If there is even 
a hint of unreliability—look at the paid 
cheques. Tests involving an examina- 
tion of some of the cheque butts may 
be carried out. There is some value, 
too, in accounting for all cheque forms 
(not only the butts), and a normal re- 
view of internal control would include 
questions as to control over unused 
cheque forms, accounting for spoiled or 
cancelled cheques, seeing whether 
countersigning policy is really effective 
and that cheque signatories do not also 
discharge duties inconsistent (from the 
point of view of internal control princi- 
ples) with that function. How are the 
signed cheques dealt with—are they 
handled by employees whose duties in- 
clude handling cash funds, approving 
vouchers for payment or posting of 
ledgers? Is there a prohibition against 
drawing cheques to “Cash” and other 
matters of a like nature? Internal con- 
trol will take care of the Stamp book, 
too. The auditor should be wary of 
“extensions” of audit procedure, which 
merely involve detail with little content 
of skill and even less of principle. 
Management also has a job of work to 
do. 


ASHLEY FORSTER. 
Sydney. 
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THE CLEARING HOUSE — Continued 


Taxes Too Tough 


I read with interest Mr. J. M. Green- 
wood’s article in the October issue of 
The Australian Accountant, “The Ac- 
countant in the Community.” 

In dealing with the taxation aspect 
of accounting, he emphasizes a factor 
that is becoming a frequent bone of con- 
tention in recent Directors’ Report, viz. 
that the high rate of company taxes is 
precluding any “ploughing-back” of 
profits and thus preventing internal ex- 
pansion. 


In view of the importance attached 
by governments to industrial develop- 
ment, even to the extent of seeking 
overseas financial aid, their position 
must surely merit some consideration 
by those governments. A present ten- 
dency on the part of many companies 
to expend a disproportionate amount 
of their revenue on advertising may 
well be attributed to this desire to re- 
tain some value for profits earned. 


If the Act, then, allowed a conces- 
sionary rate of tax on that income 
which had been devoted to capital ex- 
penditure during the period, here would 
be an encouraging proof that both the 
Parliament and the taxpayer had the 
welfare of the community at heart. 
Any adjustment between the rate of 
tax on capital expenditure and that on 
distributable profits as may from time 


to time be found necessary, could be 
made accordingly. 

Would readers like to comment on the 
practicability or otherwise of such a 
reform? 

B. J. SMITH. 

Bundaberg, Q. 


Part-Time Work 


What is meant by the words “part- 
time work, evenings or week-ends”? I 
take it that most possible employers 
would assume that the applicant was 
fully employed during the usual work- 
ing days of the week 9-5, and 9-12 on 
Saturdays, and was being paid the 
basic weekly wage of from £4 to £14 
according to sex and age. Assuming 
that this is so, I am of opinion that 
such an advertisement should be treated 
scantily. A persen accepting employ- 
ment practically undertakes to give of 
his best to the job he is paid for. “No 
man can serve two masters.” If his 
work is an expenditure of either mental 
or physical energy his relaxation should 
be in an opposite direction, and such 
occupation should not be one that saps 
the special energy he has disposed of 
already. This method of study, work, 
and pleasure is advocated by some of 
the best-known educational authorities 
as being both mentally and physically 
beneficial. 

“PRACTITIONER.” 

Adelaide. 


Have YOU anything to clear? 


O) 
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DIVISIONAL NEWS 


DIVISIONS OF THE SOCIETY 

ENERAL Council has decided that 
members residing in each State 
of the Commonwealth shall comprise a 
Division of the Society. Members resi- 
dent in the Australian Capital Terri- 
tory and in Broken Hill will be attached 
to the New South Wales Division; 
members resident in the Northern 
Territory will be attached to the 
Queensland Division. Members resident 
outside of Australia will not in future 
be attached to a Division; their names 
will be included in a General Council 
Register and their interests will be 

attended to by the staff at Head Office. 
The same Divisions will apply in re- 
spect of candidates and arrangements 
for examinations of candidates resident 
outside of Australia will be made by 

Head Office. 


BRANCHES 

Each Divisional Council has been 
asked to give early attention to the 
establishment of branches of the 
Society in the main provincial centres. 
Membership in each branch will be re- 
stricted to members of the Society. 
The composition of the first and subse- 
quent councils of each branch will be 
determined by the councils of the re- 
spective divisions. 

The branch council will be respon- 
sible for the organisation of meetings of 
members and students for both techni- 
cal and social purposes. Divisional 
councils will give every assistance in 
arranging visits of metropolitan lec- 
turers. 

Provision is being made for the adop- 
tion of uniform rules for the conduct of 
branches and for the most efficient and 
economical administrative arrange- 
ments. The extension of branch activi- 
ties will enable greater services to be 
rendered to members resident outside 
the metropolitan areas of the various 
States. 
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DESIGNATIONS OF MEMBERS 


The Articles of Association authorise 
the use of the following designations 
by members of the Society:—Fellows;: 
F.A.S.A.; Associate and Provisional 
Associates: A.A.S.A. For a while the 
business community will be unfamiliar 
with these designations but the pres. 
tige of the Society will soon give the 
letters their true significance. 


Wrappers for the January issue of 
the Journal will show the former In. 
stitute designation of each member. 
The addressograph stencils will be 
changed as quickly as possible. Men- 
bers will no doubt appreciate that, 
because of the magnitude of the task of 
changing some 17,000 stencils, a month 
or two may elapse before all the sten- 
cils have been altered. 


The Executive Committee has author- 
ised the purchase of a keyboard grapho- 
type to expedite the process and to pro- 
vide for the economic maintenance of 
the addressing equipment. 


EXAMINATIONS 


During 1953 the Society will conduct 
three series of examinations, one each 
in accordance with the syllabus of the 
Association of Accountants, the Com- 
monwealth Institute, and the Federal 
Institute respectively. The syllabuses 
will become Syllabuses A, C and F of 
the Society. 


Students who apply for admission to 
the Register of Candidates after 1st 
January, 1953, will be given the option 
of commencing the examinations of the 
Society in accordance with either Syl- 
labus C or F. 


During the course of the year, the 
General Council of the Society will de 
termine a new syllabus for examina 
tions to be conducted after 1953 and the 
equivalent status to be granted under 
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DIVISIONAL NEWS — Continued 


the new syllabus for subjects passed 
or accredited under one or other of the 


existing syllabuses. 


Students admitted to the Register of 
Candidates during 1953 will be required 
tocomply with an entrance requirement 
of the Society comprising a Preliminary 
Examination in the subjects of English 
and Commercial Arithmetic. Exemp- 
tion from the Preliminary Examination 
will be granted to students who have 
obtained the School Intermediate Cer- 
tificate or passed in at least the subjects 
of English and one Branch of Mathe- 
matics in the Certificate examinations 
(or some examination which is regarded 
by the General Council as its equiva- 
lent). 


During 1953, the Society will con- 
tinue to recognise all existing commit- 
ments of each of the Commonwealth 
and Federal Institutes regarding the 
acceptance of examinations of other 
bodies. The Education Committee is 
making a survey of such arrangements 
with a view to assisting General Council 
to formulate an educational policy for 
the future. 


STUDENTS’ SOCIETIES 


These socities play an important 
part in the scheme of accountancy 
education. The merging of the various 
bodies in each State will enable the 
activities of such societies to be greatly 
extended. It has been decided that a 
common name should be adopted in all 
States, namely: Australian Account- 
ants’ Students’ Society, (. .. . Division), 
and that a simple set of model rules 
should be approved by General Council. 


The administrative work will be per- 
formed by officers of the institute in 
each State whether or not the State 
Registrar is also the Secretary of the 
Society. Copies of “The Australian 
Accountant” will be supplied at cost 
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price to members of Students’ Societies, 
or registered candidates in a district 
where no Students’ Society exists. 

In these and other ways, General 
Council hopes to encourage the greatest 
possible activity in the student bodies. 
Many prominent members of the pro- 
fession have been ready to assist 
students in the past with lectures and 
discussions. There will be even greater 
scope for them to do so in the future 
when lecture courses are extended and 
greater numbers of students are re- 
quiring assistance and the benefit of 
association with men of experience. 


DECEMBER ACTIVITIES 
Christmas Luncheon—Melbourne 


Mr. P. Crosbie Morrison, M.Sc., Edi- 
tor of “Wild Life” magazine, addressed 
members of the Victorian Division of 
the Commonwealth Institute of Ac- 
countants at the last luncheon meeting 
arranged by the Institute and held at 
the Victoria Palace on the 9th Decem- 
ber, 1952. He spoke on “National 
Parks for All.” He compared the areas 
allocated to National Parks in Australia 
to those in other countries and stressed 
the need for maintaining and extending 
these areas in order to preserve the 
natural flora and fauna of the country. 
He gave several interesting examples of 
the work already done in achieving this 
end with different species of animals 
native to Australia. 

Members and guests appreciated the 
opportunity given to them of exchang- 
ing seasonal greetings over sherry prior 
to the luncheon. At the conclusion of 
the address the State President, Mr. L. 
H. Dillon, moved a vote of thanks to Mr. 
Morrison for his interesting address, 
which was carried with acclamation. 


The Federal Institute concluded its 
active life with an overflow Christmas 
luncheon at which a talented bunch of 
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DIVISIONAL NEWS — Continued 


entertainers kept members entertained 
and amused. 

Mr. R. Stuart Sharp, State Presi- 
dent, kept the ball rolling and wished 
members well for the future in their 
new society. 

Altogether a happy and fitting wind- 
up for the year and the old institute. 


Christmas Luncheon—Sydney 


On Wednesday, 10th December, a 
joint luncheon of Sydney members of 
the Federal and Commonwealth Insti- 
tutes was held at the Trocadero, at 
which 440 members and guests were 
present. 

This luncheon was held as a dual 
function—to mark the festive season 
and as the final social meeting of mem- 
bers of the two amalgamating bodies. 


A special programme was arranged 
for this meeting. Sherry was served 
in the foyer from 12.30 p.m. until lun- 
cheon commenced at 1 p.m. and inci- 
dental light music was rendered by an 
instrumental trio. 

The State President of the Federal 
Institute, Mr. W. P. Henson, gave a 
shert address on the development of the 
New South Wales Divisions of the two 
Institutes and concluded by cutting the 
wedding cake signifying the marriage 
of the Commonwealth and Federal In- 
stitutes to form the Australian Society 
of Accountants. Each member was 
served with a portion of the cake with 
his coffee. 

The guest speaker was Mr. Keith 
Donald who was the Manager of the 
Australian athletics team which com- 
peted at Helsinki recently. The title of 
his address was “Olympic Games and 
Helsinki.” He spoke of the manner in 
which the Games were organised, the 
conditions under which the competitors 
lived, the splendid arrangements for the 
normal diet of competitors to be avail- 
able at all times and also the highlights 
of the sporting events. 
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A vote of thanks to Mr. Donald for 
his splendid address was moved by the 
State President of the Commonwealth 
Institute, Mr. E. A. Cupit, and con. 
cluded with the chairman wishing those 
present a Happy Christmas and a Prog. 
perous New Year. 


The Late Mr. E. G. Manson 


The news of the death of Mr. E. G. 
Manson, F.I.C.A., on November 3, 1952, 
was received with great regret. Mr. 
Manson will be remembered by men- 
bers of the Queensland Division of the 
Commonwealth Institute as its State 
Registrar from 1921 to 1945. Prior to 
1921 he was actively associated with 
the Queensland Institute of Account- 
ants, which in that year was merged 
with the Commonwealth Institute. 


Following his relinquishing of the 
office of State Registrar in 1945, he was 
elected a member of the Divisional 
Council and was State President in 
1949. J 

Mr. Manson was a partner in the 
firm of Messrs. Kennedy, Bowly & 
Manson, Public Accountants and Share- 
brokers, Brisbane. 


Personal 


Messrs. Ernest Fookes & Co., Char- 
tered Accountants (Australia) of Mel- 
bourne, report that Messrs. A. J. 
Fookes, E. E. Fookes and P. S. Hesel- 
tine have been admitted into partner- 
ship of the firm. The firm will be 
continued under the same name and at 
the same address as before. 


Mr. J. R. P. Partridge of the firm of 
Messrs. Partridge, Belfer & Turking 
ton, Sydney, who has been on extended 
sick leave, is due to return to his office 
shortly. 

Messrs. W. D. Scott & Co. notify that 
their administrative offices have been 
moved to 213 Elizabeth Street, Sydney. 
Their premises at 254 George Street 
will in future be used solely for trall- 
ing courses. 
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DIVISIONAL NEWS — Continued 
STUDENTS’ NOTES 
Victoria 


Once again, through the generosity 
of a member of the Federal Institute of 
Accountants who desires to remain 
anonymous, it has been possible to 
make an award to the member of the 
Students’ Society who gained the high- 
est marks in successfully completing 
the three Advanced Accounting Papers 
at either the April or October, 1952, 
examinations. 

This Award has been won by Mr. T. 
W. Mapperson, of Greensborough, to 
whom the Society extends its congratu- 
lations. 


February Meeting: 

Members are reminded of our first 
meeting for 1953, which will be held 
on Monday, 9th February, at 8 p.m., 
in the Genera! Meeting Room of the 
Chamber of Manufactures. The subject 
and speaker will be “Bankruptcy Law,” 
by Mr. Curtis A. Reid, F.F.1.A., F.C.LS. 


Mr. R. L. Norton, A.A.S.A. has been 
appointed Cost Clerk in the S.A. Mines 
Department. 


Bendigo Branch 


Mr. Clarey, M.H.R., was guest 
speaker at the Christmas Meeting of 
the Bendigo Branch of the Federal In- 
stitute when a large attendance of 
members, students and guests heard an 
interesting address on his recent visit 
to Israel. 

Many of this young nation’s prob- 
lems were discussed and striking con- 
trasts of the ancient and modern world 
seen in Israel were ably related. 

A vote of thanks to the speaker was 
moved by Mr. T. F. Perrow, F.F.LA., 
and seconded by Mr. S. A. Stott, 
AF.LA. 
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Institute News and Notes — January, 
1952. 


General Council. 


The President, Mr. C. Viertel, made 
a visit to Melbourne late last year and 
the opportunity was taken of calling a 
special meeting of the Executive Com- 
mittee of General Council for the pur- 
pose of discussing current Institute 
policy with the President in attendance. 
Mr. Viertel was entertained by mem- 
bers of the Committee. Preparations 
were made for the annual meeting of 
General Council in 1953. The report for 
1952, a very successful year, will be 
available shortly for members. 

Victorian Division. 

Victorian Council: Upon his return 
to the Council after a serious illness, 
Mr. W. G. Stanley was extended a wel- 
come by the Chairman. In response, Mr. 
Stanley intimated that because of ill- 
health he was compelled to retire from 
the Council. Mr. A. F. J. Sutherland, 
A.C.A.A., Cost Accountant and Secre- 
tary of Austral Silk and Cotton Mills 
Pty. Ltd., was appoint 2d by the Ceuncil 
to fill the vacancy. 


Federal By-Election: The Institute 
has pleasure in congratulating Mr. 
Keith W. Ewert, A.C.A.A., on his elec- 
tion to Federal Parliament following 
the Flinders by-election in November 
last. 


Students’ Night: Suggestions have 
been received that the usual Discussion 
Night for students should be held im- 
mediately preceding the examinations, 
rather than as a résumé at the conclu- 
sion of the examinations. The model 
answers of the previous examination 
would be the subject of discussion. At 
the December meeting of the Council 
this change was approved, but it will 
not operate until the September series. 
The usual review of the March exami- 
nations is already scheduled on the 
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programme of activities for May next. 
Students who intend sitting for the 
Institute Examinations should note this 
change. 

End of Year Lecture Series: A series 
of four lectures on December 4, was 
concluded on the subject of “Managing 
for Profit under Competitive Condi- 
tions.” The four lecturers, Mr. John 
Eddy, Mr. F. J. Mitchell, Mr. W. D. 
Scott and Mr. A. A. Fitzgerald, provided 
a most interesting series for discussion 
and, as a result of their well-informed 
talks, members of the Institute were 
able to gain a considerable amount of 
practical information in a well condens- 
ed form. The Victorian Council expres- 
ses its appreciation of the co-operation 
given by men of this calibre, the pass- 
ing on of their knowledge, and the time 
they spent in the preparation of this 
lecture series. 

Future Activities: With the object of 
encouraging members to take a more 
active interest in the affairs of the 
Institute, the Council invited a number 
of members to met the office bearers 
and discuss a plan of assistance in the 
activities of the Institute. These mem- 
bers met on November 24 and a very 
good discussion took place on means of 
assisting the Council. 


Annual General Meeting: Arrange- 
ments are being made to hold the An- 
nual General Meeting of the Division 
in March next, the tentative date being 
March 23, but members will be notified 
of the date finally selected and the lo- 
cation. The usual high standard of 
entertainment will be provided and a 
very pleasant night is assured. The 
formal business of the Division will be 
conducted before the social function. 


Sixth International Congress on Ac- 
counting: The Secretary of the Sixth 
International Congress on Accounting 
has intimated that copies of the pro- 
ceedings are available in book form at 
the price of £2/2/ stg. post free. These 


ad 


proceedings include a number of ge. 
haustive treatises on modern account. 
ing subjects, and copies can be ob 
tained by application through the 
Registrar, 11 Bank Place, Melbourne 


AUSTRALASIAN INSTITUTE OF 
COST ACCOUNTANTS 


New South Wales Division. 


Problem Discussion Nights: 

The second and third Problem Dis. 
cussion nights in the series commenced 
in October were held on the 1ith and 
18th November, 1952. About 90 persons 
were present on each night, and the 
discussion which followed the presenta- 
tion of the solutions to the problems 
was most interesting and provocative. 

As previously mentioned, it is in 
tended that a “Cost Bulletin” be issued 
containing the most controversial and 
interesting questions which were dealt 
with at the meetings. 

At the end of the third discussion 
night, a member of the audience moved 
a vote of thanks, to which Mr. H. 
Sainsbury, the President of the Divi- 
sion, replied on behalf of the Problem 
Panel. It was of interest to note that 
the aftermath of the lectures was most 
encouraging, as about 20 persons tele- 
phoned during the ensuing fortnight to 
ask when the publication of the discus- 
sions would be available. 


Annual Dinner: 

On Tuesday, December 2, 1952, the 
annual dinner of the Division was held 
at the “Coronet” restaurant. About 150 
members attended, and the entertait- 
ment was a very high order. 

During the evening Mr. J. F. Kay 
was presented with the prizes awarded 
to him for obtaining the highest num- 
ber of marks in New South Wales for 
examinations held in 1952. He also ob- 
tained the Offner Hadley Award and 
the George Wright Memorial Prize for 
first place in Australia. Mr. Kay wa 
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welcomed to the dinner and congratu- 
lated on the fine achievement, which 
also brought distinction to New South 


Wales. 
Membership: 
Victorian Division. 
New Members—Provisional Associates: 


Messrs. W. C. Cusworth and L. H. 
Kane. 
Associates: 
Messrs. A. H. Griffiths, O. B. Hollo- 
way, V. R. Leaton. 


THE NEW ZEALAND INSTITUTE OF 
COST-ACCOUNTANTS 
(INCORPORATED) 


The General Council of the New Zea- 
land Institute of Cost-Accountants held 
its first meeting under its new rules. 
The rules provide for branch represen- 
tation on the Council, and as branches 
have now been set up in Auckland, 
Wellington, Christchurch and Dunedin, 
all these centres are represented on the 
Council. 


The Council for 1952 is as follows: 

President: Mr. B. E. Grant. 

Vice-President: Mr. J. Gage (Auck- 
land). 

Treasurer: Mr. L. V. Phillips (Well- 
ington). 
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Past Presidents: Messrs. G. W. C. 
Drake, R. S. Harrop, W. D. Barclay, E. 
T. Allen, G. J. J. Feil, R. M. Kay, and 
R. D. Greenwood. 


Councillors: Messrs. T. I. Maxwell 
and R. D. Muldoon (Auckland), J. M. 
Robertson and W. G. Rodger (Welling- 
ton), J. G. Laurenson (Christchurch) 
and M. J. Boardman (Dunedin). 


Examinations: 


The Registrar reported that 27 can- 
didates had presented themselves for 
the September 1952 examinations. 


Christchurch and Dunedin Branches: 


The Registrar reported that the 
Christchurch branch was now operating 
with Mr. Laurenson as Chairman and 
Mr. J. B. Hindin as Secretary. In the 
case of the Dunedin branch Mr. Her- 
cus had been appointed Chairman and 
Secretary. 


Advancements: 

Mr. M. J. Boardman, the new Dune- 
din councillor, has been advanced to the 
status of Fellow. 


Library: 

A fresh list of the books in the lib- 
rary is being circulated to all members. 
It will be noted that there have been 
some valuable additions to the library, 
in the form of publications prepared by 
the Institute of Cost and Works Ac- 
countants, London, and by the Anglo- 
American Council on Productivity. 





ANOTHER GROUP JOINING US 


Association of Accountants of Australia Entering Our Society | 


yy its first meeting on October 30, 
General Council considered an en- 
quiry from the Association of Account- 
ants of Australia regarding means 
whereby members of the Association 
could become members of the Society. 


General council was glad to learn of 
the wish of members of the Associa- 
tion to participate in the arrangements 
made for the consolidation of the pro- 
fession and approved of proposals for 
the joinder of the Association with the 
Society. 


The proposals provided for the ad- 
mission to the Society on January 1, 
1953, of all members of the Association 
in a status equivalent to that held by 
them, the inclusion of three members of 
the Association on the council of the 
New South Wales Division and one 
member on each of the councils of the 
Queensland, Victorian, and Western 
Australian Divisions, and similar ar- 
rangements for candidates of the Asso- 
ciation as those being made for former 
candidates of the Commonwealth and 
Federal Institutes. 





A condition of the proposals 
that, in the event of their acceptance 
members, arrangements would be m 
for the Association of Accountants) 
Australia to go into liquidation bef 
31st March, 1953, and for the trar 
of its surplus assets to the Society. 

The proposals were submitted to 
Extraordinary General Meeting of 
Association held in Sydney on Decen 
23 when they were approved by ag 
stantial majority of members. A 
ments are now being made for a fi 
meeting of the Association to be h 
obtain the approval of members for 
liquidation. % 

The Association of Accountants? 
Australia was incorporated in 1910.” 
aims and objects are similar to thosé 
the amalgamating Institutes. Its m 
bership at December 31, 1952, 
2,460. 

The inclusion of the third ls 
body of accountants in Australia ing 
consolidation will strengthen still & 
ther the organisation of the profess 
and will be another step forward in 
rationalisation of its affairs. 
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THE DOCTRINE OF CONSERVATISM — Continued from page 22 


My purpose in raising this point is 
to have the matter discussed and the 
whole matter thrashed out so that the 
present confusion may disappear and 
the two “conservatisms” may be pro- 


perly recognised and put in their prop 
places in “recognised accounting pril 
ples.” 

I would deem it an honour if 
Fitzgerald would give his opinion. 
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